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THURSDAY, MARCH 138, 1952 


Unirep Srates SENATE, 
SUBCOMMITTEE ON TAXATION OF THE SELECT 
COMMITTEE ON SMALL BUSINESS, 
Bridgeport, Conn. 

The subcommittee met, pursuant to notice, at 10 a. m., in the 
Hogarth Room, Stratfield Hotel, Bridgeport, Conn., Senator William 
Benton presiding. 

Present: Senator Benton. 

Also present: Walter B. Stults, assistant staff director; James C. 
Dockeray, Director, Economics and Production Research Division, 
Office of Small Business, National Production Authority. 

Senator Benton. The committee will come to order. 

I am very sorry that other members of the Select Committee on 
Small Business are not here with me this morning, but there is a 
critical vote on the floor of the Senate today, to vote up or down the 
President’s plan to reorganize the Bureau of Internal Revenue. 

The House voted overwhelmingly for the President’s proposal, 
which is to accept the proposal of the Hoover Reorganization Com- 
mission, which has again been endorsed by ex-President Hoover and. by 
the Citizens Committee in support of the Hoover reorganization 
proposals, but there is great opposition to it in the Senate. 

The opposition might grow from the fact the President deprives the 
Senators of a long-established prerogative—not only to confirm the 
President’s choice of 64 collectors of internal revenue throughout the 
country, but frequently, in many States, to select them. Manifestly 
many Senators are most reluctant to give up this privilege. 

I spoke yesterday on the floor of the Senate at length about this 
plan, and explained that I felt justified in being absent from the vote 
today for two reasons: First, that this hearing had been scheduled 
long before the vote was scheduled, and that I thought I owed it to my 
friends and constituents, with an important hearing only 5 miles from 
my home, to be present for this opening of a series of hearings. I told 
the Senate I felt that I had more of an obligation to be here than other 
Senators on the committee. 

But secondly, and even more importantly, this particular vote, by 
the Reorganization Act of 1949, is a vote by which a Senator who is 
absent has exactly the same effect, in favor of a reorganization pro- 
posal, as if he were present and cast his vote. Under this act, it takes 
49 votes of the Senate to override the President’s proposal. Thus 
for all practical purposes any absent Senator is supporting the reorgani- 
zation proposal because he is not on hand to vote against it. 

I have prepared an opening statement which I now ask Mr. Stults 
to hand around, if he will, to our group here today. 
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May I now introduce you to Mr. Walter Stults of the staff of the 
Select Committee on Small Business? 

May I also introduce Dr. Dockeray at my left, James C. Dockeray, 
Director of Economics and Production Research Division, Office of 
Small Business, National Production Authority? 

Dr. Dockeray is an authority on tax problems. He is a veteran of 
operations studying taxes, with committees in previous Congresses, 
and he is here to give us today advice on technical tax matters, if we 
get into them. 

I want to give special thanks to Mr. Noonan, of the New England 
Smaller Business Association, who has helped in many ways to pre- 
pare for our meeting of this morning, and who is here with the presi- 
dent of his association, and other officers of the association. 

Due to my close association with Mr. 8S. Abbot Smith, who was a 
fellow member with me of the original Small Business Committee of 
the Committee for Economic Development, and who is still today a 
fellow trustee of mine on the Board of Trustees of the Committee for 
Economic Development, 1 know a good deal about the New England 
Smaller Business Association, of which Mr. Smith has been one of 
the moving figures from its inception. It is a bona fide and legiti- 
mate small-business association which I am happy to support, and 
that is more than I can say for some other so-called small-business 
organizations, scattered around the country, which I have occa- 
sionally found to be not as truly representative of the interests of 
smaller businessmen as their letterheads purport. 

These hearings will continue tomorrow in Newark, N. J., where I 
will be joined by Senator Hendrickson. Further meetings are sched- 
uled for four other cities, namely, Minneapolis, Cleveland, Dallas, and 
Los Angeles. 

| am particularly happy that our opening hearing is being held here 
in Bridgeport. Bridgeport is the most highly industrialized city in the 
world, per capita, and | suspect that there are more smaller inde- 
pendent manufacturers in the Bridgeport area, per capita, than in 
any other area in the United States. I believe that these facts were 
persuasive with the Small Business Committee in selecting Bridgeport 
for our opening 

Now, if you will bear with me, I shall read to you this two-page 
statement, which I wrote yesterd: ay, largely to insert in the Congres- 
sional Record of this morning and further to explain to the Congress 
my absence today when the vote comes up on the President’s Reorgan- 
ization Plan No. 1 of 1952 

With this hearing being held at Bridgeport today, the Subcommittee 
on Taxation of the Select Committee on Small Business is starting a 
series of hearings that will be held throughout the United States in 
which the Committee will receive testimony which will lead to a 
review of tax laws and regulations as they affect smaller businesses 
throughout the country. 

Our committee has not been and will not be at any time motivated 
by political partisanship. 

The chairman of the Subcommittee on Taxation is Senator Robert 
Hiendrickson, a Republican, serving in the Senate with a Democratic 
majority. I think that statement applies to the whole Select Commit- 
tee on Small Business, not merely to this subcommittee. 
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[ have been a member of the Small Business Committee since its 
inception. In fact, | worked for its establishment as one of my inter- 
ests in my first year in the Senate, and I have not yet detected any 
spirit of partisanship in the operation of the committee under Chair- 
man Sparkman’s chairmanship. 

Would you agree with that, Mr. Stults? 

Mr. Sruuts. Yes, sir. Iam the Republican staff member, so when 
they send me into a meeting with a Democratic Senator in his own 
State, vou can guess e ‘verything is on the up and up. 

Senator Benton. Well, to show vou what a politician I am, I didn’t 
even know that you were a Republican member. A good politician 
should be informed on things like that. 

But to continue. While this uncertain international situation calls 
for a rapid armament, and vast expenditures and thus for high taxes, 
tax reforms are most desirable. 

Many loopholes should be plugged. 

Members of Congress, businessmen, and economists are all con- 
cerned with the impact of taxes on our economy 

Just 2 ds ays ago the President’s chief economic advise r, Mr. Leon 
Keyserling, warned that we are approaching the critical area of tax 
imposts, and that further increases in rates might result in decreasing 
returns in revenues to the Government. 

In a report that was issued, which | have before me, issued by the 
Small Business Committee on the tax problem of small business, one 
paragraph particularly is staggering and terrifying and well illustrates 
the impact of the rising tax rates as they affect business enterprise. 

The comparative levels of the tax burden may be understood most 
readily by looking at this paragraph. Before World War I1, corporate 
taxes amounted only to about $1 out of $7 of taxable income. 

During the war the regular corporate tax reached a level of $2 out 
of every $5 of income—plus a substantial excess profits tax. 

Today the corporate tax takes more than half of corporate net 
income and when combined with the excess profits tax may take as 
much as $7 out of every $10 of corporate income 

Personal taxes are higher than during the war, and they today take 
$2 out of every $5 at the $10,000 level, and $2 out of every $3 at the 
$25,000 level, and $9 out of every $10 at the $100,000 level. 

In light of those figures Mr. Keyserling’s warning is not only appro- 
priate, but I think self-evident to most of us. 

While old established firms may be able to exist indefinitely in 
status quo, carrying such a tax load, their smaller competitors must 
either expand or they will stagnate and fail. The smaller firm suffers 
long periods of inability to plow earnings back into the business, and 
finds fewer persons or institutions willing to invest in smaller business 
units. 

That helps explain why the Select Committee on Small Business was 
established. 

Last year the committee took the lead in proposing an amendment 
to the 1951 Revenue Act, to work to the advantage of new businesses 
which had been established since January 1, 1946. 

I see that Mr. John Douglas of the Republic Foil & Metal Mills is 
listed as one of our witnesses. Is he here yet? Yes, there he is. [| 
know that I did not shake hands with him as I came in, so he must have 
come in later. 
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Mr. Douglas, I read your very interesting annual statement, and 
shall have comments on it when you appear as a@ witness. 

Mr. Douglas was one of the key businessmen responsible for this 
law change. He came to me and convinced me of the injustice of the 
then law, and J was glad to do what I could to help him and others 
like him throughout the country. 

New firms such as Mr. Douglas’ had been at a special disadvantage 
fostered by law, in competing with their older rivals. The change in- 
corporated in the 1951 law gives an estimated 3,000 or 4,000 such 
concerns substantial relief at no great cost to the Treasury. Mr. 
Douglas’ case is a good case for our study here today. 

I have been somewhat distressed at the unwillingness of the business 
community in our State to do what I think is in its own self-interest 
by demanding more assistance of its elected representatives in 
Washington. 

Believe me, in the Southwestern States and in many other areas 
of the country, there is no such reticence. The businessmen of Texas, 
who are not accused, to my knowledge, of being especially leftish or 
radical or New Dealish, have no reticence at all about coming to their 
Senators and Congressmen. Yet those of you who know Texas as 
well as I know Texas, know that there is no part of this country 
where the spirit of competition and enterprise burns more fiercely. 

Similarly, I assure you that the businessmen of Los Angeles are 
not reticent. When I first became acquainted with the Los Angeles 
Chamber of Commerce, perhaps 15 years ago, it already had an 
office in Washington with eight full-time men in it. 

Now what were those men doing there? I assure you that they 
have contributed enormously to the fabulous expansion of manu- 
facturing and enterprise in southern California. 

I am deeply sympathetic with the resistance of our New England 
communities to Gove rnment spoon feeding. Iam proud of our New 
England industries’ fierce resistance to the expanding economic 
power of government. Yet Mr. Douglas’ story illustrates the fly 
in the ointment, that today the businessman has to adjust himself 
to government and he who is not alert to today’s trends and is not 
occasionally willing to inform himself and to demand and get help 
from his elected representatives may find himself greatly handi- 
capped 

I feel it is my duty, as your representative in Washington to render 
all legitimate help to businessmen in my State. 

In the same way as in the case vil Mr. Douglas, we on the Select 
Committee on Small Business hope to find through these forums 
we are opening today other constructive revisions which do not 
jeopardize the revenues of the Government. 

I hope that vou gentlemen who are about to testify will seek to give 
us positive and constructive suggestions, so that our committee will 
be better equipped to work with the tax-writing committees of the 
Senate and House, as well as with the Treasury Department on its 
regulations, in our efforts to develop the most rational and equitable 
tax program now possible for the smaller-business man. 

Our businessmen are not faced with high taxes in the present grave 
threat to our enterprise system due to Congress, or to the Republicans 
or the Democrats. We Americans are carrying this heavy tax burden 
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because of the threat to the peace and security of the United States 
posed by Communist imperialism. 

| have just finished hearings as a member of the Joint Committee 
on the Economic Report. A chart was shown us to demonstrate that 
of the $85 billion proposed for our 1953 budget, only $6 billion-plus con- 
sists of items that are not previously contracted for by legislation, or 
are not within the defense budget or payment for the cost of previous 
wars—such as our obligations to the veterans or the interest on the 
Federal debt. 

Think of that: only $6 billion: plus out of $85 billion. Few realize it. 
When you hear people talking about drastically cutting nondefense 
expenditures, remember that you have only got that $6 billion plus, 
against our estimated Federal deficit for the current year of $14 billion, 
and our estimated cash deficit of $10 billion. 

[n view of such figures, it would be unfair for me, in talking to the 
businessmen of my State, now to hold out a promise of any sub- 
stantial reduction in taxes in the near future. President Truman 
has actually recommended further tax increases. 

However, out of my own business experience, and my own personal 
work in developing the tax policies advocated by the Committee for 
Economic Development, and the statements on taxes issued by this 
committee, I know that there are ways which can and should be 
explored to shift some of the burden of taxes in order to give the 
smaller-business man a better break. He is entitled to this break, 
not only on his own behalf, but because it is the small-business man 
who keeps our economy competitive to the extent that it can be kept 
competitive during a period of rearmament and shortages. 

For example, in my judgment, the businessman should be given a 
break on loss and profit carry-forwards and carry-backs. Further, he 
should be given a better break by the Treasury Department regula- 
tions on amortization and depreciation. He should be given a break 
on setting up retirement plans for himself and his employees. These 
are Samp les 

Mr. Douglas, I congratulate you on that $16,000 item devoted to 
a retirement plan on your statement. It shows a forward step by 
you in that area. 

Further, the businessman should not be needlessly burdened with 
red tape. 

It is to examine ways to bring relief along these lines and other 
lines that we are opening these hearings in Bridgeport today. 

Now, if we can take 3 or 4 minutes more, I wish each of vou would 
stand up and introduce yourself, starting with this gentleman over 
here, so that we may know who each other is. 

Mr. Kirxwoop. Thomas A. Kirkwood. I am connected with the 
Edwards Co., Norwalk, Conn. 

Mr. Epwarps. Robert S. Edwards, Edwards Co., Norwalk, Conn. 

Mr. Grant. Albert E. Grant, Sessions Foundry, Bristol, Conn. 

Mr. Sesstons. Edwin Sessions, Sessions Foundry, Bristol, Conn. 

Mr. Ponp. Dwight Pond, Andrew Terry Co., Terryville, Conn. 

Mr. UnpbERWoop. George Underwood, Bristol Chamber of Com- 
merce, 

Mr. Barr. H. W. Baer, Waterbury Companies, Inc., Waterbury, 
Conn. 
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Mr. McCarruy. John McCarthy, Bridgeport, Conn. 

Senator Brnron. | especially would like to welcome John Mce- 
Carthy, because he is an active young Democrat, so I will inject one 
political note into this matter. 

Mr. McCarruy. Thank you, Senator. 

Mr. Reisman. Sidney Reisman, D. M. Read Co. 

Mr. Moorr. R. F. Moore, Specialty Tool Co., Bridgeport. 

Mr. Kine. Henry T. King, Naugatuck Valley Industrial Council. 

Senator Benron. I should have included Mr. King in my opening 
remarks and expressed my appreciation to the Naugatuck Valley 
Industrial Council for its cooperation and help in setting up this 
meeting 

Mr. King. Well, I can certainly tell vou, Senator, from practical 
experience, tha everyone who works today in Senator Benton’s 
office has been of real and concrete assistance in following through all 
types of problems we have had. 

[ have seen in that follow-through the numbers of other Senators in 
the United States who are following through these matters, particu- 
arly from the West. 

l think that Senator Benton’s comments are particularly appropriate 
in terms of the Western Senators. That is what we are up against 
in our dealings with the tederal Government. 

Senator Benron. Mr. King, | thank you for the compliment to my 
staff and for that statement 

Believe me, I feel as we look ahead we may be up against it in this 


State, more than our businessmen admit. We may find we are being 

led into a false sense of securily, lf am now thinking of the long 
run of Connecticut’s industrial future—-by our enormous volume of 
war-generated contracts. I have one man on my staff full-time, on 


] 
‘ 


my own personal payroll so that he is not working for the tederal 


Government, to do nothing but try to help our businessmen. I have 
been disi pp yinted that [ have not had more prodding from the busi- 
ness community 

| hope vou will agree that mine ts a fair statement, Mr. Douglas. 


\Ir. Dovetas. Yes. Lam John W. Douglas of the Republic Foil & 


i ii .VEllis, im 
Mir. Srepnens. E. R. Stephens, also connected with the Republic 
& Metal Mills, Ir 
\ir. Noonan. Joe Noonan, orvanizing manager of the Small Busi- 
: ASSO tion O| New Knela 
| want to say, Senator, that in talking to over 3,300 manufacturers 
n this State in the last 9 months, there are darn few of them who 


don’t know vou are a fine friend of small business. 

Senator Benton. Thank vou for that generous remark. 

\ir. Marnrarn. Russell E. Maintain, Maintain Store & Engineering 
Co., Woburn, Mass., and president of the New England Small 
Business Association 

Senator Benton. I may say that I am particularly glad to welcome 
vou here 

Mr PROCTOR. Charles W. Proetor ] am a Worcester lawyer, and 
I am also secretary of the Small Business Association of New England, 
é nd chairman of their committee on texetion. 


Senator Benron. We are also Ceticated to weleome vou, Mr. 
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Now we must resolve the question of the order in which we will tak 
the witnesses. Let us start with Mr. Edwards. One of the good 
reasons for taking him first is because he is in the front row. That 
reason seems as good as any. 

Mr. Epwarps. I have made some copies of this statement, and 
there is one exhibit which you may want to follow 

Senator Benton. Yes; Mr. Edwards is president of the Edwards 


Co. of Norwalk, Conn. 


STATEMENT OF R. STAFFORD EDWARDS, PRESIDENT, EDWARDS 
CO., INC., NORWALK, CONN 


Mr. Epwarps. Senator, I will read this, if you don’t mind, and 
then leave myself wide open for anything the Senator may want to ask 

Senator BENTON. Go ahead. 

Mr. Epwarps. I regret very much 

Senator Benron. First, 1 would like to ask vou this question 
Is yours a family business? 

Mr. Epwarps. Yes, it is, Senator. It was established in 1872 by 
by grandfather. 

Senator Brenton. I have a deep sympathy with family businesses 
My own two companies are both wholly sincere by my family but the 


family business is not as common as it used to be. and [ think ou 
economy is the worse off for it. 
Mr. Epwarprs. Yes. It is becoming increasinely more diffieu!t 


hold on to them, there is no question about that 


Senator Benton. I agree with you. 

Mr. Epwarps. I regret very much that this testimony will have to 
deal in generalities to a large extent because there has not been suffi- 
cient time since receiving notice of this hearing to prepare voluminous 
statistics and examples. I feel certain, however, that the staff of th 
Senate Smail Business Committee and of this tax subcommittee, itseli 
can apply its intimate knowledge of the existing tax law to illustrat 
some of the generalities I will have to deal in 

The complete industrial history of this Nation has very few examples 
of miraculous growth due to monopolistic inventions or similar cireun 
stances. There is no truth in the old adage that “If someone will 
invent a better mousetrap, the public will beat a path to his door 
The inventor of the mousetrap, to the contrary, has to go through 
very difficult period requiring all of his savings and usually the savings 
of a great many relatives and friends to get started in business and has 
to finance not only the actual manufacturing for many years bi t t 
cost of getting the mousetrap into the distribution channels OV 
the country. 

Today’s largest corporations have all come from humble beginning 
with the earnings plowed back into the company vear after year for 
better machinery, better production methods and facilities leading to 
lower costs and consequent lower prices to the buving publie so that 
the market is continually expanded. The trouble with the present 
tax law is that smaller businesses are now faced with having little or 
nothing left to plow back after corporate taxes are paid, an are, 
therefore, faced with a period of stultification because there is nothing 
left with which to purchase new and better machinery and improv 
facilities 
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Even if labor and material costs remain static, it would mean that 
all progress toward reducing the price to the consumer would have to 
stop and the consumer price would then have to remain static at the 
— nt high levels; the market, therefore, will remain static instead of 

lowing the proven expe rience of American industry that a con- 
stantly expanding market can bring lower prices to the consumer. 
That condition would be bad enough but at the present moment 
there can be no argument but that raw material and labor costs are 
continually increasing so that this period of stultification forced upon 
the producer or manufacturer can only mean that costs to the con- 
sumer will continually increase. An immediate argument to that 
statement could be that prices can’t increase because of price controls 
but if that argument is going to be used, there is only one alternative: 
the producer or manufacturer will just have to go out of business 
because he can’t produce something that costs $2 and sell it for $1.80 
and stay in business. 

The attached exhibit A gives a very simple illustration of a pro- 
ducer having total yearly sales of $500,000. In parallel columns it 
shows what his condition was in 1944—-when we were in the midst of 
an all-out war for existence—in 1946, in 1951, and what he must look 
forward to in 1952. Will you please note that in the year of 1944 
when this country was at all-out war his taxes on a $50,000 profit were 
$20,000 and that after paying 6-percent dividends on his capital stock 
he had $12,000 which he could plow back into the business. In 1946, 
under exactly the same operating conditions but with a revised tax 
law because the war was over, he had $16,500 which could be retained 
in the business. In 1951, which was supposed to be a year where 50 
percent of our economy needed to be devoted to defense preparation 
and the other 50 percent could follow normal procedures, he would 
have $12,125 to keep in the business—only $125 more than our most 
crucial year of an all-out war economy where he didn’t expect to re- 
tain anything in the business for normal market expansion or improve- 
ment in prices to the consumer. In the last column you will note 
that this same producer in 1952 will only be able to keep $11,500 in 
his business. 

I would like ) point out particularly that the tax figures in this 
illustration cover ao he normal Federal tax and do not include what 
has come to be known as an excess-profits tax. I know of an actual 
cuse whe re, because of this so-called excess profits tax, a small manu- 
facturer in 1951 will pay 67 percent of his total income to the Govern- 
ment as compared to 38 percent of his total income in 1946. Nothing 
could be so contrary to the history of American industry as a con- 
fiscatory tax upon profits over any given level on the basis that they 
are excess profits. 

if this is an enlightened form of tax philosophy, it would be just as 
reasonable to put a confise atory tax on the savings aaa of eve rv 
American family on the basis that if the family could get along from 
day to day without the money they put into the savings bank they 
must have more than enough to live on and the savings should, there- 
fore, be taxed to excess. Everyone knows, to the contrary, that the 
Savings account of the average American family is not hoarded. It 
is used for improvement; to provide college educations, automobiles, 
homes, and the things that are part of the American way of life. 
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Stockholders are paid a normal return on their money in the form 
of dividends from profits. If the profits are so great that there is a 
lot left over after dividends have been paid, it has always been the 
custom for American industry to plow them back toward improving 
the product, reducing its cost to the consumer and expanding the 
market. By that method the money goes into circulation and even- 
tually into the tax receipts of the Government by any one of the 
million other ways by which the Government taxes all money in 
circulation. Even if there was an occasional short-sighted business- 
man who refused Lo expand and decided, instead, LO pay all profit back 
to the stockholders, it would be money iminediately put into cireula- 
tion and taxed. 

Any student of what American industry has accomplished through- 
out the years, as compared to industry in foreign countries, would 
put that producer down as a pretty stupid man and prophesy that 
his business would eventually shrink up to nothing. Instead, the 
American businessman has plowed his earnings back so that vear 
after vear the consumer has bought the product at a lower price. 
The a result of the present tax schedule is that the Govern- 
ment is forcing smalle rr business to resign ttself to the fact that it must 
sti al still with nothing left to put back for expansion, improvement, 
and to lower consumer costs. It is axiomatic that a business can’t 
stand still; if it doesn’t go forward, it will go backward. This kind of 
tax structure will definitely reduce the number of jobs available, 
whereas normal expansion of a small industry makes more jobs year 
after year. 

In closing I would also like to point out that the smaller business, 
unlike the larger corporation, has to rely almost entirely upon retained 


earnings for expansion and improvement. It cannot float new stock 
issues or bond issues, nor can it go to the banks for loans unless its 
statement shows progress in revi Lined earning ys vear afte r year No 


bank will lend money to a business which ends up the year with no 
earnings after its taxes have been paid. 

[ would also point out that the simple example given here is so much 
be tte r than average as to be a rare exception. The average small 
industry has mortgages, bank loans and similar camaaiiaiain which 
must come from retained earnings; only the interest on such commit- 
ments is deductible as an expense. 

Senator Benton. Thank you, Mr. Edwards. Your exhibit will be 
made a part of the record. 

he exhibit above referred to is as follows: 


Exurpit A 
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Senator Benton. Mr. Edwards, I congratulate you on that state- 
ment. lagree wholly with your last paragraphs, and your illustration 
is a rather moderate one. 

Mr. Epwarps. Very moderate. 

Senator Benron. And it could have been made much more striking. 

Mr. Epwarps. Yes. 

Senator Benron. I know that in my own businesses I suffer under 
the urgent need for more working capital in order to stay even, 
because of the higher prices, higher inventories, and higher bank 
borrowings. In an expanded volume of business there is not neces- 

sarily expanded profits, but there is an expanded need for working 
capital. I believe that is not an uncommon experience. 

Mr. Epwarps. No. | think it is very common. 

Senator Benton. Where a business needs greater working capital 
just to hold its position without necessarily going ahead. 

Mr. Epwarps. As a matter of fact, 1 think in all honesty and fair- 
ness that it is difficult to know where you will draw the line on that 
between small and large business. 

Senator Benton. Yes, except that the large business has access to 
the capital markets to an extent that is not true of smaller businesses. 

Mr. Epwarps. Yes, it does, but large businesses have their troubles 
also. I know of several instances in the last vear, as a matter of fact, 
where very large corporations have really been up against a pretty 
difficult problem to acquire more working capital. They cannot float 
issues When they cannot show any better retention of earnings in their 
corporation structure than they do now. 

Mr. Sruutts. You would say then, that the entire business com- 
munity bears this impact, and that it is not just one segment? 

Mr. Epwarps. I don’t think that there is anv question about it. 
Being a small-business man, I am naturally thinking in terms of 
small business, but to my mind it is a fallacy to draw the line on tax 
structures as having it affect small business versus large business, 
because the desire, and certainly the necessity, so far as industry 18 
concerned, is for small business to grow big. What else does it expand 
for? 

Senator Brenton. I have been having a little colloquy with Dr 
Dockerav. The dilemma, of course, grows out of the fact that the 
likelihood of a tax reduction—in order to give small business the kind 
of break vou have advocated in your exhibit—this is extremely 
unlikely in the foreseeable future, due to the Federal deficit and the 
great demand of the military. 

Our problem here in these hearings, not only this one in Bridgeport 
today, but in the five other cities where we are going to hold hearings, 
is to explore ways and means by which smaller businesses can be given 
wholly legitimate breaks that do not necessarily now involve an 
appreciable reduction in the corporate tax rate. 

I do not say that we may not get some reduction in the corporate 
tax rate for businesses below a certain size. That, of course, is the 
most — st and obvious kind of relief that everybody wants. But 
there are also problems of equity here which are arguments against it. 
lor this and other reasons I don’t think it is very likely that important 
steps along that line will be taken in the very near future. 

In mite legitimate relief for small business, I refer you to the 
same statement of the Small Business Committee to which I referred 
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earlier and which gives a wonderful illustration of a Treasury regula- 
tion applied to a man on the problem of capitalizing his molds. 

Here the Treasury Department made him capitalize his molds over 
a period of 3 vears, instead of allowing him to write them off immedi- 
ately as he had been doing in the past. 

I myself would like to see the time come when businessmen will 
allowed to amortize and depreciate with any speed they want on any 
item of equipment. I have favored this for many, many vears, ever 
since I first became interested in taxes. I believe it would be a wonder 
ful thing for the economy to sweep out the Treasury regulations on 
this, so that if a man has the money and wants to equip a plant and 
write the equipment off in 1 vear, he would be permitted to do so. 

As a matter of fact, the Government would have collected more 
money under this system, because the tax rate has been advancing 
over the vears, and the businessman in his desire not to pay taxes 
during a certain vear would have written off his plant and equipment 
during periods of lower tax rates. He would have then had to pay 
the higher rate. 

| think that we, through the Small Business Committee may 
ultimately have a considerable chance to get something done along 
the foregoing lines. 

Here on page 171 of this report of the Small Business Committee 
a clarification is sought of section 102 with respect to accumulations 
of surplus. ‘That may be of interest to your company, Mr. Edwards. 
I know it is of interest to me personally. I cite this as another illus- 
tration. 

Mr. Epwarps. It certainly is. 

Senator Benton. | think we ought to get that clarification in the 
interest of the family and smaller business. We should seek provisions 
for preferential treatment for small concerns realistically defined in 
matters relating to development outlays, research, depreciation, 
obsolescence, and so forth. 

Do you agree that here is a big area in which we may m: ake con- 
siderable progress in the interest of the smaller manufacturer’ 

Mr: Epwarps. If I am not mistaken, section 102 is or was aimed 
directly at the large holding corporation, when it was first put into 
the tax structure. It has been used in recent vears as nothing else 
but a means to pick up some ade litions il taxes wherever they could 
find them, and I don’t think that it is being used at all in the manner 
for which it was put in tax laws. 

Senator Benton. I also have that same general impression, not 
dissimilar to yours. Perhaps one of the functions that this com- 
mittee can perform is to try to help get section 102 clarified. 

I don’t believe that that takes an act of Congress. Does it, Doctor 
l Jockeray ? 

Mr. Dockrray. No. 

Senator Benton. It can be done by Treasury regulation? 

Mr. Epwarps. That is right, as I understand it 

Senator Benron. Mr. Edwards, 1 am grateful to you for your 
statement. I congratulate you upon it. Are there any further 
questions? 

Mr. Sruuts. 1 would like to ask Mr. Edwards, and I may ask some 
of the other witnesses, if he felt in his own operations, assuming that 
a certain amount of money is going to be raised from corporate in- 


98399—52—pt. 1_—-2 
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come taxes, that an end to the excess-profits surtax, even if it in- 
volved a rate rise of several points in the basic level, would be helpful 
to small business, or would it be harmful? 

Mr. oews irDs. Well, first let me say this, I am not a tax expert. 
You could, perhaps, better ask the doctor that question. 

Also, I wou al like to preface my answer to that by saying again that 
[ am very fearful of the approach to this by drawing a line between large 
and small corporations, or between small and large business, because 
what we are talking about is trying to let small business expand into 
large business, and it seems to me that you are setting up an immediate 
obstacle m any tax reform where you put small business in a position 
where it has a better break than large business. 

Senator Benton. I am glad that you made that distinction. At 
the first meeting of the Small Business Committee, I objected to the 
name of the committee. 

Mr. Epwarps. I have always objected to it 

Senator Benron. I said that the phrase should be “smaller inde- 
Pp ndent business”’ that here are probli ms that warrant special 


S 
> 
>I 


treatment. 

Mr. Epwarps. I think that a starting new business unquestionably 
has and should be given some preferential treatment, but only on the 
basis of the fact that it is willing to plow the earnings back and expand 
its business so that it becomes a greater source of tax revenue for the 
Government—if it will do that; ves. 

Now, if I mav answer your question, I will stick my neck out. 
Yes; I think, insofar as the smaller, me dium producer or manufacturer 
is concerned, the $25,000 on the surtax is a joke, particularly with the 
nflated dollar If that exe ption were increased to $100,000 I think 
would give great relief to the small-business man, and I don’t think 
vould affeet the source of tax revenue very much over a period of 

rs. It probably would for a vear or : vears, but in my estimation 
vould allow the smaller manufacturer or producer, over a period of 
t or 5 vears, to get machinery and eve ithe he wants in order to 
ase his market, and it would very quickly take up the slack of 

‘loss that comes from other sources. I may be wrong on that. 

Senator Benron. I would fear that kind of proposal could breed 
buses of the corporate system. There would be a proliferation of 

porations. It is very easy to take a corporation and break it into 
> p s or 10 pieces, and keep doing this, and that is one of the 

S post | by vour suggestion. 

Mir. Epwarps. Yes, ves; I am aware of that. 

Senator Benton. We are certainly grateful to you, Mr. Edw ards. 

We have 14 witnesses today from whom we want to heat 

Mr. Epwarps. Before I leave, may I make one other statement, 

r li lon’t for one moment think that I am 
tr in throw it into a political trend; but in 
the businesses you are interested in, and in the businesses of all of us 
here, we are interested in finding out when you reach a point where 
your revenues are static, where you cannot increase prices or com- 
missions or fees, where vou have reached a saturation point in what the 
consumer will pay, and where your earnings are decreasing, there isn’t 
one businessman I know of that doesn’t automatically go toward a 
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There is not a question but what both political faiths in both Houses 
have certainly been abysmally lacking in their willingness to do that. 

Now, I am very conscious of the defense necessities, and I am very 
conscious of the $6 billion figure that you segregated, but I don’t 
think there is a Senator or a Congressman down there who doesn’t 
know that a very good percentage of that $6 billion could be saved with 
far more efficiency in the Federal bureaus, with the dropping of the 
things that we all know are being done, and in some places where it 
may even hurt, but where in every business, whether it hurts or not, 
it has to be done. 

I will leave it there. 

Senator Benron. | cow's believe that anything has been said here 
this morning more true than that. Senator Douglas and I, as mem- 
bers of the Joint Committee on the Economic Report, have just 
signed a minority report demanding an adjustment of $10 billion in 
the Federal budget, and this, of course, would involve cuts in our 
military program. If we don’t have the money coming in, and can’t 
get it, we must cut back. 

The thing that is not understood by the business community is 
that the Congress is more responsible for the waste and extravagance 
na is the administration. 1 don’t care what or who the adminis- 

ation is. The enormous waste and inefficiency in the Federal 
cs is largely the fault of the Congress. I hold the business 
community, to a very appreciable extent, responsible for this. The 
business community does not seek to punish the Congressmen for 
their bad votes which make waste and inefficiency inevitable. All 
too often, politics being what it is in this country, the Congressman is 
rewarded for his bad votes and he is punished for his good votes. 
The rewards, in terms of campaign contributions and publicity, too 
often go to the Congressman who votes for waste and inefficiency. 

! can document this vote by vote, for any of you who are interested 
In my opinion, until the business community is aroused to this and 
approaches waste and inefficiency on a bipartisan basis, we will mal 
little or no progress; at best, it will be very slight. 

Now, I am going to ask our guest from M: a tts, Mr. Main- 
tain, who is here as president of the Smaller New England Business 
\ssociation, to testify. 

Mr. Struts. Excuse me, but before you start we have abe mut 15 
people in here who are waiting to testify, Senator, and it may be that 
some of them, particularly those who — in Bridgeport, would rather 
leave and come back at 2 o’clock, at which time we will probably 
resume after a luncheon recess. 

Senator Bunton. Yes. Why don’t you step right out of the room 
into the « ~orridor and find out any of those who would like to leave and 
come back at 2 0’clock? Any of those who must leave can now consult 
with you. 

My. Svutrs. I will say that we have scheduled the three gentlemen 
from Massachusetts and Vermont to testify here at this time because 
they do have a long ride back home, and after that, if any of you do 
have pressing reasons why you would like to get on before luncheon 
recess, let us know. 

Senator Benton. Yes. Any of the people who have pressing 
reasons to testify as soon as possible may also step out into the hall 
and.see Mr. Stults. 

Now, will vou proceed, Mr. Maintain. 
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STATEMENT OF RUSSELL E. MAINTAIN, MAINTAIN STORE 
ENGINEERING SERVICE, WOBURN, MASS. 


Mr. Maintain. My name is Russell E. Maintain. I am the presi- 
dent of the Smaller Business Association of New England and the 
owner of the Maintain Store Engineering Service of Woburn, Mass. 

My statement today will outline the tax program of the Smaller 
Business Association, many of the details of which will be covered by 
others from our association. It will also stress tax problems peculiar 
to small businesses from the viewpoint of a small-business man whose 
business, employing about 100 persons, may have as many proble ms 
as would a big ‘business like the Ford Motor Co. or General Electric 
Co. 

The tax program of the Smaller Business Association of New 
England is as follows: 

(1) Exemption from income tax of first $25,000 of profits when re- 
tained in the business for capital purposes. 

Our association secretary, Mr. Charles Proctor, who is also chair- 
man of our tax committee, will expand on that point later. 

(2) Flexible depreciation rates permitting the operator of the 
business to be the judge as to how fast he should depreciate purchases 
of capital equipment. 

3) Elimination of present system of double taxation of corporation 
dividends. 

(4) Identical taxation of all business enterprises operating for 
profit in competition with each other. 

5) Legislation allowing averaging of business taxable income 
over a 6-vear period. 

(6) Legislation to remove privilege of tax exemption from all future 
issues of State and municipal bonds. 

7) Simplification of present tax law and forms. 

Senator Benron. May I interrupt you there for just a moment? 

Mr. Maintain. Certainly, Senator. 

Senator BeENToNn. | suppose that vou know these recommendations 
of vours very closely parallel those of some vears back of the Commit- 


tee - Economic Deve lopment, its Small Business Committee. Are 
you: aware of that? 
Mir. Maintain. Yes: we are. Mr. S. Abbot Smith has been very 


active in this since its inception. He was one of the founders and its 
past president, and —— him we are quite familiar with the fine 
work that was done by the committee you talk about. 

Senator Benton. They are very constructive proposals. I con- 
gratulate you on them. They do not ask for special privileges that 
seem to me to be manifestly out of reach. That is one reason why I 
congratulate you on your proposed program. 

Many trade associations, oblivious to the problems of the tax col- 
lector, want to sit down and rewrite tax laws from the standpoint of 
their own interest only. Your proposals are balanced and construc- 
tive, and I congratulate you upon them. 

Mr. Marnrary. I will now speak about the effect of taxes on my 
own business, as I see them 

The Maintain Store Engineering Service, of Woburn, Mass., 
which I own and operate, offers an excellent example, I believe, of 
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the need for tax revision for a small business to enable it to become 
strong and healthy, and to give security to its employees and their 
families, and to help the Nation to be prosperous and free in peace and 
war. QOur company manufactures store-display equipment, in steel 
mostly, and provides to independent merchants the same kind of 
technical guidance on store lay-out, decoration, merchandising, and 
equipment which the large corporate chains get from experts on 
their own staffs. 

Our business was started in 1932 with a capital of less than $5,000, 
taken from my own savings and from loans on life-insurance policies, 
which, incidentally, have never been replaced. The present net 
worth is over $150,000. It employs approximately 100 people. 
We sell most of our products in the northeastern part of the United 
States, but also to distributors throughout the United States. Our 
total volume is around $1,000,000. Since the business was started, 
the only money I have taken out of the company has been only the 
necessary living expense required for myself and family. I have no 
investments outside my business. I have never taken expensive 
vacations, either for myself or for my family; the few vacations I have 
taken—less than five in 20 years—have been often tied into business 
trips. 

Senator Benron. Yours is a marvelous case story. Incidentally, 
do you know that in 1932 there were more businesses started than any 
other year in our history? That is my recollection. 

Mr. Marnrarn. Well, sometimes merely to stay in business, 
Senator, is a great success. 

Senator BENTON. 1932 was the bottom point of our unemployment, 
and people when they couldn’t get jobs went out and started a busi- 
ness. What that tells us is that there is nothing like incentives. 
When a man has to do something he does it. Incertives have been 
the core of our free-enterprise system. Many lear that mcentives 
are being strangled and smothered today by Government taxes, 
necessary as high taxes now are. 

Mr. Marnrarn. Profits have always been moderate, though we 
have always made a profit. We have never considered immediate 
profits our main objective, but have tried to develop an_ efficient 
organization, a worthy product, a sound reputation; believing that, 
in the long run, profits would take care of themselves if the foundation 
were solid 

Now, | might say there that we feel the same way about Govern- 
ment taxes: that if they try to get all of the taxes in one vear they 
prevent business from making profits which would enable the Govern- 
ment to get many times more taxes in future years. 

We have never been able to obtain equity capital from outside 
sources, though we have tried banks and other sources. Although 
profits have been moderate, we have justification for believing that 
we could multiply our profits at least five times if we could obtain 
sufficient capital to enable us to purchase modern labor-saving 
equipment and facilities. 

We have continuously supplemented our capital 

|. By slow payment of accounts payable, averaging about 60 days; 
in the case of some suppliers, 120 days. But many of the bigger 
companies have always demanded their cash in advance of delivery 
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of the merchandise; i. e. the bigger raw-material suppliers. (If we 
had sufficient capital to take our discounts, they would amount to 
oe $3,000 a year.) 

. By withholding commissions earned by our salesmen, sometimes 
aggregating over $25,000. While we pay interest to our salesmen for 
the amounts due them but not paid to them; nevertheless, this pre- 
vents them from using the money which they would like to have for 
payments on homes, cars, education, housebold appliances. 

3. By discounting our sales contracts with credit houses at exorbi- 
tant rates of interest of over 10 percent, and with further freezing by 
them of reserves which we might otherwise use for developing our 
business. 

4. By purchasing machinery and equipment on time-payment 
contracts at rates exceeding 10 percent simple interest. This equip- 
ment must be depreciated over a period of 10 years, at an equal rate 
each year, through good years and bad. 

These methods of financing our business place the existence of our 
business under continual jeopardy, because, should hard times come 
or should our business suddenly drop off, our trade creditors might 
become panicky and demand immediate payment; or the credit houses 
might demand full payment on all outstanding contracts; or economic 
changes, new inventions, or processes might force us into a slow busi- 
ness period until we could develop new products to meet the new 
demands—any of these could force us into liquidation. 

Some of our employees have spent most or all of their working 
lives with our company, some since the first years of its existence. 
They have felt there was a good opportunity for them to earn not 
only a living, but also enough to provide for themselves and their 
families in retirement. If our business were not to continue, these 
people would suffer severe hardship because of their inability to find 
other employment; and the community itself would suffer. 

\lthough ov» business has been moderately profitable, we are or 
could be a marginal, low-efficiency organization: Should the national 
economy suffer a drop-off of say 20 percent in volume of business, 
it is possible that our business ¢ ‘ould not survive, any more than could 
tens of thousands of similarly situated businesses throughout ne 
Nation. Because of unbalanced tax methods and the consequen 
lack of capital and inabilitv to purchase or adopt efficient production 
and materials handling facilities, our break-even point is extremely 
high. If business were to drop off 25 percent we might be forced to 
liquidate. On the other hand, if there were logical and efficient tax 
regulations, we could multiply our profits many times. This would 
result in our paying more taxes to the Government. It would lower 
out break-even point to a safe area; it would enable us to be free from 
the control of creditors who are justified in doing business only with 
people who can pay them within a reasonable period of time; further- 
more, we could pay higher wages, higher bonuses, provide greater 
incentives to employees to bring out their latent ¢ apabilitie s; reduce 
prices to our customers; help improve our community, and most 
important of all, help perpetuate our American free enterprise system. 

We are not asking the Government for hand-outs. We want tax 
re vision that will enable us to plow back earnings; that will enable us 
to depreciate capital equipment quickly when the equipment is earning 
profits; that will free us from the confiscatory double taxation en- 
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tailed in first taxing corporation profits, and then taxing the same 
profits when they are paid out in dividends; that will enable us to 
average business taxable income over a period of 6 years; that will 
enable us to compete with business that is now tax exempt; that will 
enable us to obtain equity capital by providing an atmosphere that 
will encourage the development of sources of equity capital. 

It has sometimes been said that there is ample equity capital in the 
country at the present time. Maybe there is ample idle capital, but 
there is no incentive to that idle capital to become active, and to be- 
come available to business enterprises like our own. Maybe the com- 
mercial banks are not fulfilling their responsibilities to their com- 
munities by making capital available to business enterprises at fair 
rates of interest. There is some justification for believing that banks 
would rather lend money at 3 percent to credit agencies so that they 
can finance small businesses by requiring small businesses to purchase 
capital equipment on time payments at exorbitant rates of interest 
beginning at 10 percent, while these same businesses have to compete 
with big business that can borrow from banks at rates of less than 1 
percent to not over 3 percent. 

Senator Benton. I think you have a most important point there. 
This is not the direct subject of our hearings today, but vou will 
recall that Mr. Smith and I and other associates of the Small Business 
Committee of the Committee for Economic Development recom- 
mended the establishment of what we called ‘‘capital banks.’”’ These 
were to be owned by the commercial banks and other financial in- 
stitutions, as well as enterprising individuals and were to be financed 
in part by the owners and in part by the Federal Reserve System. 
Their purpose was to provide smaller independent businesses with 
long term capital, the kind of investment not open to commercial 
banks. They were to be permitted to take an equity position in 
businesses. 

| happen to think that this kind of institution is one of the great 
needs in our financial structure. We have legislation before the 
Banking and Curreney Committee, of which [ am_a member, but 
on which there is no chance to get action this year, calling for such new 
financial institutions. Excuse me for citabeieniliiie vou. 

Mr. Marntrarn. That is all right, Senator. 

Ir. Fairless of United States Steel Corporation recently made the 
statement that small business is in a very healthy condition because 
the failure rate among small businesses has bees low. It does not 
follow that small businesses are healthy simply because they are not 
failing in large numbers. People can aan from malnutrition a 
long time before they die. Small business at the present time can be 
compared with nations that are existing at a bare subsistence level. 
They may be able to go on indefinitely at this bare subsistence level, 
but they are in continual jeopardy of dropping below the subsistence 
level. At that time, when their resistance is lowest they will then 
die off in great numbers. 

In the American capitalistic system there are bound to be periods 
of good business and poor business. For many years now we have 
enjoyed good business, but because Government tax regulations are 
so unwise our smaller businesses are at a low level of subsistence in 
spite of the good-business times. It is imperative that tax regulations 
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be revised to achieve healthy conditions for small business, which 


xemplifies the purest form of free enterprise. 
‘he revisions we ask for will not result in the Government collecting 
less taxes; they will result in the Government collecting. more taxes 


because thev will enable taxpavers to do more Dusiness and to earn 


. . — 
Thank vou very much for this opportunity to appear bDetore vo 
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Mr. Marnrarn. Of course, when we take money out of the business 
then we can be taxed on it. There is something to that. But so lony 
as we leave it in the business, where it is providing employment, and 
where it is keeping a community healthy, then it should not be taxed. 

Senator Br NTON. Yes, there are arguments on both sides. But 
from a doctor’s standpoint you give the small-business man tax-free 
and interest-free money of which he, the doctor, is deprived when he 
builds his house or office. 

For the benefit of the witnesses that are going to follow, I want 
to point out that at least six of Mr. Maintain’s seven points are con- 
crete, specific, and constructive and do not merely say, “‘please cut 
taxes’. At least six, I believe, could be accepted and advocated in 
whole or in part by the Small Business Committee, and even the 
seventh point should be examined from the st: indpoint of how to 
make it equitable. 

Perhaps we had better refrain from further questions to Mr. Main- 
tain until we have heard from Mr. Proctor, who is chairman of his 
tax subcommittee. 

Mr. Marnrartn. Fine. Thank vou. 

Senator Benton. I congratulate you on this fine statement 

Mr. Mainratn. Thank vou, sir. 

Senator Benton. Why haven't you gone after the Reconstruction 
Finance Corporation for money for your own business? 

Mr. Marnrain. Well, we want private capital. | could have put 
that into my statement today, but we would like to see it worked out 
by private capital. 

Senator Benton. I have never appealed to the RFC either, but 
from listening to your statement I wondered why vou had not 

Mr. Maintain. I might add that during the last war I did have a 
loan through the RFC through the Smaller War Plants Corporation, 
when nobody else would help us. 

Senator Benton. That is a most interesting comment. I have 
had a great many businessmen in my office, under the impact of the 
congressional attacks on the RFC, and due to the unpleasant aroma 
that has grown up around certain transactions, telling me the same 
thing, telling me that they have had successful relations with the 


RFC, that they do not condemn that important organization. The 
have told me-we should not damn it and abolish it, because it has 
saved their lives. Many say, “It has baled us out and given us 


money which we required when we couldn't get it any place else.” 

If we had these capital banks that 1 mentioned a moment ago, the 
need for RFC might be greatly lessened. 

Mr. Mainrain. We are promoting the capital banks. 

Senator Benron. You are also? 

Mr. Mainrain. Yes. We have a bill before the legislature now 

Massachusetts for something of that kind 

Chairman Brenron. I congratulate you. I would like to have a 
further report on that, Mr. Noonan. 

Mr. Noonan. I will be very happy to send vou a copy of the bill 

Senator Benron. It might interest the Connecticut Development 
Commission, applied to Connecticut. 

Now, will you come forward, Mr. Proctor? 








20 TAX PROBLEMS OF SMALL BUSINESS 


STATEMENT OF CHARLES W. PROCTOR, LAWYER, WORCESTER, 
MASS. 


Mr. Procror. I am here as a representative of the Smaller Business 
Association of New England. My name is Charles W. Proctor. 
| am a Worcester lawyer, a former law-school teacher, and am chair- 
man of the association’s committee on taxation. 

This association comprises, about 1,000 members, all of whom are 
employers. No one is eligible to join the association who employs 
over 500 people. Roughly speaking, its membership employs 100,000 
persons. 

Now, if I can, I want to take a moment in regard to the status of 
most of its members. 

When a man has first incorporated his business, his own personality 
and his own success are projected into corporate form, but it still is 
essentially a one-man enterprise, and rarely, if at all, do more than two 
or three men share in the establishment or the early stages of the 
running and conducting a business such as these. 

That means that whether the business is mirrored in corporate 
form or otherwise, from its very nature it must grow to a size where 
it can support executive assistants and technic al experts, and others 
at the executive level, if it is to prosper, or even if it is to continue 
after the personal incapacity, death, or failure of its originators. 

If we go back to early economic history, this was the}picture of all 
American business, and it was not until assistance was*tawarded, by 
tariffs on imports, by special grants to railroads, and other methods, 
that growth was stimulated, and we arrived at the point where we 
saw business multiply in our manufacturing and commerce in the hands 
of a self-perpetuatmg group, into which admittance was easy for a 
new man showing proper qui alifications, and thence resulted in the 
dollar sustaining the social welfare of the entire world. 

This is not so today, however. My clients do not expect any return 
through Government assistance or Government nursing, but are only 
asking to be relie ved from Government amputation of their profits, 
that might properly be used to build up and make grow something for 
the future benefit of all mankind. 

Speaking more specifically, Representative Philbin has for intro- 
duction, or has already introduced into the House, two bills which 
have been drawn by my committee, gone over very carefully by the 
board of directors of our organization, and submitted in written form 
to all the members of the association, and on which we have had 
many reports, all of which have voiced the approval of the members 
to the contemplated legislation. 

The first bill is a very simple one and reads as follows: 


In the case of a corporation, and notwithstanding any of the provisions of 
section 24 of the Internal Revenue Code, and after all other allowances permitted 
under this section, such sum (shall be exempt) not exceeding $25,000, as has 
actually been expended during the taxable year for its own capital expenditures, 


Lie corporate purposes 


pss 

This bill does not permit an exemption of the sum mentioned if 
paid out in corporate dividends, corporate salaries, or otherwise. 
Its purpose is to permit expansion and growth of small businesses 


and permitting them the privilege of plowing back into corporate 
expansion the first $25,000 of its earnings. 
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Under modern conditions, if a corporation wishes to enlarge its 
plant, it finds that construction and remodeling costs are three times 
what they were before the war. If it finds a machine that is obsolete, 
because of the growth of the art, or is worn out because of use, it 
may well be faced with the necessity of buying another, and a single 
machine in the modern stages of development will often cost the 
whole $25,000 or more. 

These are but two instances that face every small-business man 
today. 

At the present time the businessman who has progressed no further 
than many clients is sadly and severely handicapped to finance capital 
expenditures, as it is beyond his power to have the income to purchase 
them. The banks do not want him except on terms of very short 
loans, and, if he goes to a private lender for a long-time loan, the 
charges of interest that he must pay make it almost impossible for 
him to do business at all. 

He wants the privilege, if he has succeeded by his own industry, 
foresight, and good fortune in making a little money, of using it in 
the expansion of the business to which he has devoted his adult and 
working years. Today he does not have it. 

No big business lasts indefinitely. The places of those of Nation- 
wide importance have, in the history of our country, been taken over 
from time to time by the growing up of business and industry that 
was once in its infancy. Up to now, our association shares the general 
opinion of the country, that America is the best place in the world for 
a small man to start in and become large. Up to now we have avoided 
the system of cartels and monopolies which has wrought so much 
havoc in the European economy. 

Senator Benton. That is a very good point. a is not widely 
understood. Twas in Vienna last November, and in Vienna in order 
to stuart a business a man has to put in an application and get a license 
from the Government. Now, to whom does the Government turn? 
The Government asks the cartel or the trade association in that par- 
ticular field. So if a man wants to go into the shoe business, he first 
goes to the counterpart of our De +g eae of Commerce—and there 
are only two banks, both controlled by the Government—and he puts 
in an application that he wants to go into the shoe business. The 
Government turns his application over to the shoe association which 
says no. As a result of this system, we now have many of the intel- 
ligent young men and engineers leaving Austria. 

The United States is pouring money into the Marshall plan, trying 
to make Europe productive, and this cartel and monopoly system 
tends to sabotage what the Marshall plan is after. 

The cartels pose an unhappy dilemma for the entire European 
economy. That is why I wrote the amendment into the Defense 
Production Act of last vear, the Benton amendment, calling for the 
spending of our money in Europe in such a way as to discourage the 

cartels and monopolies. Our Marshall plan aid will never be as effec- 
tive in AE production as we want it to be if it operates within 
the cartel and monopoly system which dominates Kuropean business. 

The American people rebelled against our monopolies in 1890 with 
the Sherman Antitrust Act. The American people would never have 
stood for the system represented by the so-called 200 families of 
France. 
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It is we who have been the radical people, not the people in Europe 
who have put up with these financial monopolies and business cartels. 

Mr. Procror. I do not want to give the impression that we of 
smaller business think that big business is lacking in new ideas. 
They are not. A large proportion of the efforts of big business must 
be devoted to developing lines of industry and lines of endeavor 
already established 

{s | say, they are not lacking in new ideas, and I do not want to 
vive the impression that we of the smaller groups believe for a moment 
that they ar 

On the other hand, they have no monopolies on new ideas, and the 
small man with a sound idea and energy, skill, and diligence to 
promote it, follows a fairly definite line. 

Now. what does he do? First. he goes along as an individual for 
a few vears. Next, he finds associates and experts whom he wishes 
to join with him; and next, he desires to give them part of the earnings 


id to provide for his family after his decease. 

I these reasons and others, his business ts then projected Into 
corporate form. It is still in its growing period, but must it stop 
there? Under our present svstem of taxation there is a very definite 


brake applied at this point, and he is told that of every corporate 
dollar that he Wishes to pl w back into the business for future growth, 
he must pay the internal-revenue collector a very substantial part, so 








substant es and stifles his business many times, takes 
Oo whi ar to Vear, and there he stops 


W ieve that the present system of taxation defeats its own pur- 
verv beginning. If a cor- 
oes not wish to reinvest a 


poses bY strangiing the corporation mM it 


g 
: 
es not desire to grow, and ad 


corporate earnings in development for the future, then 


our bill the first $25,000 is taxable, and we believe it should be 

Now we are making no demarcation between small business and 
business in this bill, for we believe that the $25,000 in the 

(m in Telenhone & Tel graph Co - Sears, Roebuck; United States 
S ind similar organizations, forms only a very small part of their 


tax structure, and will not seriously affect the theory of 


. frol orporate taxes 
\\ it this is a farsighted provision, because if a corpora- 
developed to the point where its profits are bemeg plowed 
is DUSsInes event ially and soon it will pav a m ich highe r 
Gov ment because of its expansion, than it would other- 


zht percent of the people employed in the United States 


oved by smaller business. The throwing of 5, 10, or 15 
out of employment by the failure of small business is hardly 
However, 98 percent of the businessmen of the country 
as smaller business, and the failure of this 98 percent would 
al failure of an appreciable number would destroy 

‘ S% 
\ oaking about hard times. but we believe 
ss hat s on the small-business man are 
r some extent at least, bis growth will inevitablv become 
stunt al ail probs itv cease, and the free competition that 
has ( stifled, and that we will become a 
Vo ls where business is generally 
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held in the hands of a few families, a condition toward which we are 
moving more rapidly than we realize. It is later than you think. 

The second bill that our association wants is peculiarly related to 
the problems of the smaller-business man, and it too is sbort and 
reads as follows: 


An allowance for salaries or other compensation for persone! services actual 
rendered, shall not be considered unreasonable, if it is not in excess of salaries or 
other compensation paid by others engaged in similar enterprises or business 
similar to the taxpaver’s in the same taxable year for similar services rendered, 


even though it is in excess of the sums paid for salaries and other compensation 
by the taxpayer in earlier years 

{s already pointed out, and as is known to all of vou, this applies 
primarily to the man who has a small business and who has incor- 
porated it. He has a most fluctuating income from his corporation, 
and many, many years he is obliged to pay himself a salary that is 
much less than he could earn in any other occupation, with the hope 
and expectation that next year will be better, and that he will therefore 
be able to make up to himself in the coming vear what he did not draw 
in this one. 

for example, the contractor who is engaged in building houses or 
industrial buildings may find that his work for several months is 
concentrated on one building which is to be paid for when completed. 

During the months of January until May, the corporation contractor 
will have his ordinary income; in June he will start on what for him 
is a big building, and he will complete it the following February, with 
the result that his corporate net income for the vear is some $2,000 or 
so, because he ts financing the job from July until February out of the 
earnings that he made in the earlier months, and those months show a 
continuous expenditure with very little income 

When February comes, we will say he gets $15,000 or $20,000 for 
his building, representing really the earnings of the previous vear 

The first year he votes himself a salary of $2,000, for that is all he 
has in the corporate treasury. 

The second year he votes himself a salary of $8,000 on his own 
somewhat intangible and incoherent theory that the money is avail- 
able, he has really earned it, and why shouldn’t he have it as a salary 

So he returns a salary of $8,000 on his corporate income tax, which 
is thereupon audited by some Internal Revenue officer, and he ts told, 
“Well, this corporation paid only $2,000 in salaries last vear. This 
vear they are paying $8,000. It is utterly out of proportion. You 
are therefore reduced in your salary from $8,000 to $3,000, and the 
additional $5,000 is sidihot to corporate income tax, and will be 
taxable at that rate, plus a 50-percent penalty for trying to defraud 
the Government.” 

Now, that happens many, many times. 

Senator Benton. Do you have many case histories of that sort? 

Mr. Procror. Yes, we have a hundred of them. They come in 
every year, flocks of them, to my office and every other lawyer's office. 

Well, what happens next? He then goes to his lawyer or to his 
accountant, and they have some conferences with the Internal Revenue 
agent that are unavailing, and then he has the option of dragging the 
thing along through the courts or submitting to some compromise 
agreement, if he can work one out, or if not, to pay the whole tax, plus 
penalties, because for him the expenses of litigation and time he must 
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take from his own business to put into it make litigation economically 
unsound 
We have no criterion at the present time as to what a fit deduction 


for salaries would be. The law simply provides as deduction the 
. ] 





general provision: 

In general. all the ordinarv and necessary expenses paid or incurred during the 
taxable vear g rade or business, ‘luding reasonable allowance 
for salaries or ot ompensation for personal services actually rendered. 


Now. Aas tO What IS a Te asonable salarv is a matter on which there 
are a great number of decisions, but they sum up to this, that the 


Board of Tax Appeals or the court may exercise its own judgment 
and 1s not bo ind by the opinion of experts. They Say that each case 
stands on its own feet. The burden is on the taxpayer to show that 
the salaries paid are reasonable 


17 
j 


Now, these are all from decisions. 
There is no hard and fast rule by which reasonableness ol compenh- 


sation may be determined by the Tax Court. Every case must stand 
. a . » } 
or fall on its own peculiar tacts and circumstances 
The factors to be considered are: The nature of services performed; 


he discharge of his duties; his capabilities and training; and the amount 


of compensation paid in proportion to net profits. 


ile probablv one of the most important factors in determining 


1 ) . a? Ena 
the responsibilities they entail; the time required of the employee in 
t} 





the reasonableness of compensation is the amount paid to similar 
emplovees by similiar concerns engaged in similar industries, this 
evidence is not by anv means conclusive. 

Now, these were all quotations from decisions. 

Our association belie Ves that this evidence ought to be conclusive 
in favor of the r, where it exists and can be readily produced. 
It seems silly t ; ta salarv which, from the very nature of things, 
must fluctuate from vear to year with the success or failure of the 
; :, ne 


isiness, can be held unreasonable by a vear of comparative pros- 


perity, lf it is substantially larger than that which existed in the same 
till a r or 2 ears before 
Ve believes at this test is a fair one, and if enacted into legislation 


will remove one of the great annovances growing out of tax administra- 
tion of small business. I think anv lawver who deals with taxes at all 


i Oe ie one re * } - peed 
Whi have no aunecuity in prod icing anvwhere from a dozen to 50 cases 
a wher his question has arisen. 
T 1 
ow that I co 
s or Benton. | wish that vou would. for the benefit of the com- 


mitt I think that it would be very helpful, Mr. Proctor. I think 
\ vould make vour presentation even more vivid. 
ee Pp . .. J | * . : iit oni > 
il. IR O ih) cite Ohe mnstance now: 
vould much prefer, if you don’t mind, if vou 
would furnish a few to the committee, and we shall incorporate them 


rd of our hearings. They will thus be available for all 
I rs Of the committee f we can have 5 or 10 eases, really good 
examples, to show the pattern, we would greatly appreciate it. 

Mr. P ror. Now, very briefly, we also believe that the system 

\ ther personal property, and even 

S \ Oses ( I res ala compliance \ ith 

Ss 5. YU sent development of new-type build 

< t saath alates 
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obsolescence attacks all my clients much quicker than the Internal 
Revenue Bureau permits them to depreciate the property. 

Senator Benton. I hasten to express my complete agreement with 
your last point. 

Mav | express the appreciation of the committee, Mr. Proctor, to 
you for coming down from Worcester to give us the benefit of your 
interesting paper? 

[ had not realized that, in dealing with the Treasury Department, 
this particular problem on salaries was as acute as you state that it is. 
I agree with vou that you have a valid point; but, as to whether it 
takes legislation or not, I don’t know. I would have assumed that 
it would be a problem of the ‘Treasury regulations. 

Mr. Procror. Well 

Senator Benron. I doubt if it would take legislation. 

Mr. Procror. Frankly, when I went into this matter first I thought 
it was, but in view of the large number of decisions it seems to me that 
it would be very difficult to geta Treasury regulation that would coun- 
teract it. 

Senator Benron. That is different. I agree with you that it may 
prove to be very difficult to persuade the Treasury to change its ways. 
Perhaps only a bill will do it. 

Mr. Epwarps. Did I understand you to say that a bill had been 
introduced in the House? 

Mr. Procror. We have given it to Congressman Philbin for intro- 
duction, and he has agreed to introduce it. 

Senator Benron. He will not get any action on any such bill 
this session of Congress; so you’d better plan to start all over again 
next January. 

We are grateful to both of you, Mr. Maintain and Mr. Proctor, and 
also to you, Mr. Noonan, for your part in arranging their presence here 
today. 

Those were two excellent papers. I will speak to tlhe members of 
the committee to tell them to be sure to read them. 

I shall now take the other witnesses in the haphazard order in which 
they appear on my sheet. How they got in this order, I don’t know. 
They are not arranged alphabetically. Perhaps they are arranged in 
order of their notification to us that they were to be witnesses. 

Is Mr. Archibald Peisch, of Angel & Co., here? 

Mr. Frencn. He has not arrived as vet. 

Senator Benron. I am glad to see Mr. Frank McGee in the back of 
the room. I welcome him to our hearings here today. Mr. McGee is 
chairman of the Democratic Town Committee of Bridgeport, so, I 
know | have at least one supporter here. 

Here’s Mr. Pond of the Andrew Terry Co. If you will sit down here, 
please. 

Mr. Srutts. While Mr. Pond is getting up here, I think you might 
make it evident to all these gentlemen that they are not te alking just 
to you but that our stenogr apher on the left is taking down the testi- 
mony, and we know that 13 Se nators will be exposed to it, and that 
all 96 will have - chance 2 peruse it this vear 

We hope to set a pattern by this hearing so that all the Senators 
may read aa examples of how tax legislation is affecting the 
business community 

Senator Benton. Yes; I assumed that our witnesses and guests 
here this morning know that these were printed hearings and official 








26 TAX PROBLEMS OF SMALL BUSINESS 


hearings of the committee, and will be printed for the benefit of the 
Congress and all others who may be interested in them. 

Mr. Pond, will you identify yourself, and tell us a little bit about 
your company before you proceed? 


STATEMENT OF DWIGHT POND, PRESIDENT, ANDREW TERRY CO., 
TERRYVILLE, CONN. 


Mr. Ponp. My name is Dwight Pond, and I am president of the 
Andrew Terry Co., Terryville. We manufacture electrical-conduit 
fittings, and have our own malleable-iron foundry in connection with 
the business. We make our own castings. 

Senator Benron. Is this a descendant of the Terry Co. of the early 
part of the last century that made clocks? 

Mr. Ponp. It is the same family of Terrys. Andrew Terry was a 
direct descendant of the son of Eli Terry, Jr., who made clocks in 
Terryville, and Terryville was named after the Terry family. 

Senator Benton. The story of their manufacture of clocks and 
shipping them out of Connecticut all through the United States, and 
| suppose overseas as well, is one of the dramatic and romantic stories 
of Connecticut business enterprise. They are two of the most 
unusual Yankee manufacturers that pioneered in the development of 
industry in our State. 

Mr. Ponp. Yes; it is very interesting. 

Now, Senator, | did not have any prepared statement; so, I would 
like to make some extemporaneous remarks. 

Senator Benton. Please proceed. 

Mr. Ponp. LI don’t see how your committee, Senator Benton, can 
distinguish between small and big business. 

Senator Benton. You know the Government ruling? Manifestly 
it is difficult to distinguish between them in some instances and 
industries. No rule can be wholly satisfactory for all our various 
industries. 

The Government has arbitrarily ruled that a small business is one 
employing under 500 people. 

In some lines of business a company employing 500 people is the 
biggest company in its field. A man could not even start in the 
automobile business unless he employed thousands. 

On the other hand, I have no better definition to suggest to the 
Government. If anybody comes up with a good argument for a better 
definition, the Small Business Committee would be the place to 
bring it, and we could advocate it to the executive branch of the 
Government. 

Mr. Ponp. The only suggestion that 

Senator Benvon. There are certain privileges given to small 
business; for instance, in the awarding of Government contracts, 
if the price is identical 

Mr. Ponp. Yes; I understand that. 

Senator Benron (continuing). The contract will then go to the 
company employing under 500 people. Am I not correct there, 
Dr. Dockeray? 

Mr. Dockrray. Well, that is the practice, at least. 

Senator Benron. Yes; that is the practice. I don’t believe it is 
the law, however. 

So, the definition has important potential connotations. 
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Mr. Ponp. Yes. 

I only wanted to remark that it is my opinion that section 102 
works a particular hardship on small business. 

Senator Brenron. Yes; I agree with you. 

Mr. Ponp. When a small manufacturing business has a good year, 
it should be allowed to retain more cash without the liability of paying 
a penalty tax, because—and I think this is particularly true of smaller 
businesses—there are more ups and downs. 

Senator Benron. Yes; | am sure that is true. 

Mr. Ponp. And if a small business has a particularly good vear, 
and they have a chance to hold back anywhere from $20,000 to 
$50,000, which they will need for modernization of their plant, they 
should not be penalized under section 102. 

Senator Benton. | concur with you, Mr. Pond. 

! am glad that you “ua out this pon it. Clarification of section 
102, applied to smaller business, is a reform that is urgently needed 
in our tax administration. This is particularly important to the 
family businesses. 

Mr. Ponp. Yes. I don’t know what abuses there might be if section 
102 were done away with. I am not an expert in taxation. 

Senator Benron. Well, there were abuses 

Mr. Ponp. There might be abuses; I will agree. 

Senator Benvon. ‘There were abuses or potential abuses which 
caused its enactment, to begin with. 

Mr. Ponp. That is right, but I understood that it was the Ford 
ee Co., perhaps, that they had in mind when it was enacted more 
than it was small business. 

Senator Benron. Is that true, Doetor? 

Mr. Dockrray. That section was in the original 1915 law. It has 
always been there. The purpose of the section is to keep the taxpayer 
from freezing his money in a corporation which origimally paid lower 
rates and was accumulating surplus without paying it to himself and 


taking a higher percentage tax rate. In other words, it is a loophole 
plugger. It has gotten a lot of ramifications since then, like you have 


mentioned. 

Mr. Ponp. Well, I am not suggesting that it be done away with 
entirely. My point was that somewhere it might be Teeraliand 

Senator Benron. Seemingly the purpose was to catch the so-called 
malefaetors of great wealth. Those were the people they were after. 

Mr. Epwarpbs. It was the holding corporations that they were 
really aiming that at. 

Senator Benron. It was to prevent the wealthy from avoiding taxes 
by setting up family corporations. 

Mr. Ponp. That is the only suggestion I have to offer. 

Senator Benton. It is a constructive one. 

Now, if vou want to submit for the record anything more specific 
or more concrete as to how that section should be modified, we would 
be glad to have you forward it to us and it will be incorporated with 
your statement. 

Thank vou for appearing here today before the committe: 

Is Mr. Sessions of the Sessions Foundry, of Bristol, present 

Mr. Sessions. Yes. Instead of coming forward, | wonder if I can 
speak here for a moment. 

Senator Benron. Certainly 


) 
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STATEMENT OF EDWIN SESSIONS, REPRESENTING SESSIONS 
FOUNDRY, BRISTOL, CONN. 


Mr. Sessions. I am Edwin Sessions, of the Sessions Foundry, 
Bristol, Conn. 

I have no prepared statement. The only thing I would like to say 
is that Mr. Edwards’ and Mr. Maintain’s stories could be a duplicate, 
with a change in figures, of anything that I might have prepared.. 

i am a fourth generation in a family-owned corporation that was 
started in 1879. 

Senator Benton. Is it still owned by your family? 

Mr. Sxssrons. That is right. It is still in the family. My great- 
grandfather and my grandfather were in partnership from 1879 to 
1895. My great-grandfather was first president for 4 years, and he 
died in 1899. Then my grandfather took over, and died in 1920. 
My father followed him, and he died in 1941, and now I am trying to 
carry on. 

Senator Benron. That is a remarkable family record. There are 
not too many such family businesses left in this country. 

Mr. Sesstons. No; and we are having our struggles in trying to 
keep going under the nature of our business. We are a gray-iron 
foundry. We require extensive facilities for the small number of em- 
plovees for the type of work we produce and to maintain and renovate 
and keep obsolescence at a minimum. It has been quite a difficult 

task, primarily because of the tax structures. 

Senator Benron. Do the Tri asury rules on obsolescence work to 
your disadvantage? 

Ir. SESSIONS. To quit an extent, ves 

Senator Benton. Do you agree this is one of the important areas 
for improvement, from the standpeint of small businesses? 

Mr. Sessrons. I agree with you. 

Mr. Maintain’s story, in particular, could have been an exact 
duplicate of our story, except for the figures he cited. 

Senator Benron. I hope that your capital values have gone up as 
much es his since 1932. Hasn’t his gone up over 3,000 percent? 

Mr. Sesstons. No, frankly, we have not done quite that well. 

Senator Benron. That was one cheerful part about his statement 
that I noticed, where his working capital increased from $5,000 to 
$150,000 

Mr. Sresstons. Well, we have this one incident that I can cite: 
When the plant was started, the present plant was built in 1895, we 
generated our own power back in those days, because you had to 
generate the power that you used, you could not purchase it. 

Jack about 7 vears ago it became advisable to determine whether 
we should continue to generate power, because of the boilers, the 
boilers we are using today for heating purposes only at the present 
time were the three original boilers that were installed in 1895. 

Now, we had to go and rearrange our whole heating and power 
supply before we could do anything about the boilers. By the 
time we got ready to do anything about the boilers, the tax structure 
came along rand business had dropped off, and I have had that particu- 
lar burden hanging over me for a long time and I have it hanging over 
me at the moment. 
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I have got probably a $50,000 to $60,000 problem there of replacing 
those boilers, when we can get the $50,000 or $60,000 to sda it with. 

Senator Benton. That is a good illustration 

Mr. SESS ions. You see, those boilers, actually, at the moment 
are about 25 vears over their age 

senator BENTON. You iewn that vou should have replaced them 
25 vears ago? 

Mr. Sesstons. That is right; they should have been replaced 
At that time there was some plan for it. Thev were pretty well 
overage then, but in the e: rly part of the thirties we planned to do it, 
but then you know what h: appe ned during the thirt 

Senator Brenton. This subject of the Tr asury regulations on 
depreciation and amortization is of special importance to New Eng- 
land More than one manufacturer has picked up and left New 
England because by closing down and leaving he could prove to the 
Treasury Department that he was entitled to charge off whatever 
he had left on his books, and only by closing his plant down and leaving 
could he prove to the Treasury De partment that he should be px 
mitted to do what, in my judgmen t, the Treasury Department shou 
have permitted and encouraged him to do, for the good fof his 
business and the good of the economy. 

L hi appen to believe that here we have one of the most important 
opportunities for change in administration of the tax laws, ares, 
I think that since the original regulations of 1913, this particular a 
mav have been handled by people without adequate iedinetandine of 
our economy and of the impact of their regulations 

Thank vou, Mr. Sessions. 

Now, Mr. Grant, do you want to add anything to what Mr. Sessions 
has said? I notice that you are an associate of Mr. Sessions. 

Mr. Grant. I don’t think that I can add much me re to that. 

Senator Benton. You must think that the Sessions family is a 
good one to be associated with or you would not be here. 

Mr. Grant. Well, I have been with them for 46 years, so I know 
they are. 

Senator Benton. The only other family business that I know of 
through four generations is ex-Governor Bowles’ family business. 
His cousin Sherman died last week, and he was the fifth Bowles, and 
now the Springfield papers go into the sixth generation, because 
there are nephews and children that now bring it into the sixth 
generation. 


STATEMENT OF ALBERT GRANT, REPRESENTING SESSIONS 
FOUNDRY, BRISTOL, CONN. 


Mr. Grant. Now, there is one thing that I would like to talk about, 
and that is the same old story, the holding out of the profits after 
you get them. 

Being in the foundry game, a jobbing foundry especially, because 
we manufacture no product of our own, it is the sort of a service in 
which we have peaks and valleys, and they are very sharp. 

It is not like another manufacturing concern that manufa°tures 
ther own product, when they go along and slide off when business 
is bad and put it on the shelf. We just have to chop it off. That 
is the time we need money. 
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So when we have a cood vear this section 102 affects us so that we 
annot hold on to enough money in order to take care of the sliding off. 

Senator Benron. Yes. That is surely a valid point. 

Mr. Grant. That is one bad feature, and depreciation is another. 

Senator Benton. I don’t believe that 102 was originally conceived 

th any such thought in mind. 

Mr. Grant. No; and it is bad for us, I know that. 

| 


rN ; : — cs 4s , . 
rhen Wwe have a fixed depreciation aliowance; we have depreciated 


ver all the vears so much that we are down to a 5-percent depreciation 
everything, and we cannot move that. It is pretty low for times 
hess 
Those are the two things that stick in our craw. 
Senator Benton. It may interest you to know that when Hitler 
into power, one of the laws that he used to bring back the 


German economy, one of the early Nazi laws, was to permit German 
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ihis law Was oO! of his smart financial regulations—one of those 
oinai an mMorthodox ideas that tooK place ol he gold and other 
things that he did not have He often seemed to be stimulating the 
) 445 . = aie ‘a 
G n econ Ol with mirrors. By putting this regulation on 
the law books, wiping out any restrictions on businessmen on the 
speed with which thev could depreciate equipment, he modernized 
’ : } > ] } a a 
German industrv while others were holding back. 
res. he mav have modernized the German economy at a rate at 
> , . ~ . . . , . % 
which no industrial economy had ever moved in peacetime before. I 
s I'd like hav ( ke 
(, N y ge 5 now 
Y> > 
S DENTON \ \1 ot Bi avepo 
I not vour business is not listed hers Will vou come forward, 


STATEMENT OF RICHARD F. MOORE, MOORE SPECIALTY TOOL 
CO., BRIDGEPORT, CONN. 


Mr. Mo My name is Richard F. Moore, of the Moore Specialty 


{ D! aveDol 
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We started as a tool and di s] op, contract tool and ale shop, ana 
SO in hire Oo[s 
i 2 +} +] — 
) ompany s§ sto! Ss verv Inucn the Same as the gentleman who 
s here a whue ago His name was Fontaine, I beheve, was it not? 


Mr. Moorr. Yes, Mr. Maintain; exeepting that we have been going 

le longer, and have had time to establish credit, and have gotten 

point where we could borrow through banks. Bu f 

and borrowings 

were very difficult of any sizable amount that would help any, but I 
. } 
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suppose Maintain will reach a period, too, if he keeps going and does 
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-V7 Vears the Danks Wel! Very Cautious, 


Now, my prepared statement is kind of rough. I had hoped to be 

» doll it up a little bit, but I had some unexpected business 
me in yesterday and I had to spend some time with them. 
Senator Benton. Why don’t you do this, Mr. Moore? Just sum- 


Staterme ) s 


’ 
nd then write lt up anv Wav you wish, 
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and there will still be time to submit it and incorporate it into the 
printed hearings. 

We are going to Newark, N. J., tomorrow. 

Mr. Moore. Well, these are more or less the points I wanted to 
stress, so it may not be too bad, but it could have been smoothed out 
a little bit. 

Senator Benron. You go right ahead with the points. Then if you 
wish you can arrange with Mr. Stults and he will send you a tran- 
script of your testimony. You can then have a chance to correct and 
clarify it, if you want to elaborate upon it. 

Mr. Moore. I am speaking here at the request of Mr. George 
Eaton, the executive secretary of the National Tool and Die 
Association. 

Mr. Eaton’s office is in Washington, and he heard that this meeting 
was coming about, and he asked me to speak here for the Tool and Die 
Association. So I am speaking for that group. 

It is a national group, probably with which you are familiar. 

The vool and die business is probably one of the purest of small 
businesses. 

Senator Benron. Yes, I know. 

Mr. Moore. I don’t believe that there is a tool and diemaker in the 
country with over 500 emplovees. 

Senator Benton. A shop of 20 or 30 employees would be a very good 
size shop, would it not? 

Mr. Moore. Thirty employees is an average. 

Senator Benton. Yes; I like to think I know the field 

Mr. Moorgr. And 200 would be about the ceiling. 

Senator Benton. Yes. 

Mr. Moore. They are very small; there are many 2-, 3-, 4-, and 
5-men shops. So I am speaking primarily for a particular industry 

The special tool and die industry is one of large swings up and 
down—a feast or famine industry, from which the feasts have been 
removed by high taxes and renegotiation. 

That is similar to the foundry business, very similar to the foundry 
business. 

Now, a point that should be brought in that is another bad thing 
about the tool and die industry, every piece is contract-purchased, 
there is not a great pricing situation. So, consequently, when busi- 
ness is bad, prices go down, too. 

Senator Benton. Yes. 

Mr. Moore. Now, your machine tool industry, they alwavs have 
either a feast or a famine, but price can be maintained in the machine 
tool industry to a great deal larger extent. 

Most machine tools are priced on open written price lists, published 
price lists, that are more or less broadcast around, and there isn’t too 
much that the individual machine-tool builder can do to chisel, we 
will say, or go in and make concessions and disturb his price structure 
too much, so consequently, when his business is low and way down in 
volume, he has a lot of opportunities to withdraw in his own expenses, 
and by holding his prices up he has a much better chance to struggle 
through a bad time than the tool and die industry does. 

That part was not written in here. 

Now, formerly a tool and die shop owner could look forward to an 
occasional good year or two in which he could recoup the losses of the 
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inevitably poor years, and could reinvest earnings in more and better 
equipment, which a growing business requires. 


> 


But since the early days of World War II, this opportunity of relying 
heavily upon earnings to build up the business has been denied the 
tool and die manufacturer, although the special tooling he produces is 
most vital to the defense effort. Taxes and renegotiation have left 
him but little. 

Depreciation reserves no longer are a major source of funds for the 
replacement of equipment. When new machine tools cost two to 
four times that of the original tools, there obviously must be another 
source of money, if the shop’s equipment is to be maintained in efficient 
condition, to say nothing of being improved. 

The ceneral police of the Bureau of Internal evenue to allow 
inadequate depreciation on toolroom equipment, which must be kept 
in condition for the most precise work, and to ignore extra depreciation 
resulting from much overtime operation and use by less skilled oper- 
ators, certainly is of no help 

Karnings of the business and the owner’s personal savings are the 
only source of new risk capital the tool and die manufacturer can 
rely upon. 

Congress, in the excess-profits-tax law, provided alternative meth- 
ods for determining the base period net income. One is based on the 
average earnings for the best 3 out of 4 years, 1946 to 1949. 

The other is based on a rate of return on invested capital. 

The base years were poor ones for some tool and die shops, espe- 
cially for those that supplied special tooling for the automobile 
industry. 

The long pent-up demand meant that the automobile manufac- 
turers could sell their old-model cars as fast as they could make them 
after the end of World War II, so that relatively few dies, jigs, and 
fixtures were needed. 

Still other shops, which, because of the extreme shortage of skilled 
men had shifted largely into production work during the war, had 
a difficult time in getting back into the tooling field, and for them 
1946-49 was a bad period. 

By the latter half of 1948, when they were again getting into a 
fair operating position, demand for special tooling had fallen off and 
price competition had become very keen. 

The year 1949 was generally a depression period for the industry, 
which carried through into the early part of 1950. Conditions had 
begun to improve, however, a couple of months before the Korean 
war started, and demand, of course, has been on the upgrade ever 
since. 

The need for relief for taxpayers on whom the excess-profits tax 
figured on either of these bases would bear unfairly, was recognized 
by Congress. The original law included a variety of relief provisions, 
and others were added by the Revenue Act of 1951, but for the typical 
contract tool and die shop, none of these provisions will give effective 
relief, 

Under the ‘depressed industry” relief provision of the law, the 
Bureau of Internal Revenue has determined that the contract tool 
and die shops, along with other related] industries in standard indus- 
trial classification 354, are entitled to use 16.8 percent of their average 
total assets as a substitute average base period net income. 
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Unlike some of the other industries included in classifieation 354, 
the special tool and die industry has a low invested capital in relation 
to sales. It sells skill, know-how, ingenuity, and precision work on 
specially designed and individually made dies, jigs, fixtures, gages, 
molds, and machines. 

It has no elaborate mass-production equipment and assembly lines. 
In consequence, even the comparatively high rate of return of 16.8 
percent will not help much in the case of tool and die manufacturers. 

What this industry needs is the opportunity of determining its 
base period net income by taking a reasonable percentage on sales, 
a higher exemption from the excess-profits tax, and more realistic 
depreciation policy that will allow much more adequate depreciation 
reserves. 

Now, I have a couple of notes here which are only repetitive of 
what has gone before on the important problem of sm: all ¢ orpor ations. 

One is the fact that the officers’ salaries must vary with business 
volume which, as we stated before, is not allowed. 

[ have another note also, that good years are the only time capital 
equipment is acquired, leaving no cash for divide ‘nds, and as the result 
the Revenue Department is ve ry critical of officers’ salaries. 

Senator Benton. That is the same point that we have had stressed 

length before. 

Mr. Moore. That is right. 

Senator Benton. Do you have any comment on it, Dr. Dockeray? 

Mr. Dockeray. Well, I have discussed this with George Eaton 
many times. 

Senator Benton. I assumed that you had, and that is why I[ asked 
you. 

Mr. Dockrray. Yes. The question of the tool and die shop and 
its ups and downs, which are very visible, is one that has long been 
before us, and I am just wondering are those shops which are usually 
small, incorporated as a rule? 

Mr. Moore. I think about one-third of them are unincorporated, 
maybe a quarter, and a lot of them are individually owned and un- 
incorporated, but they are usually the smaller ones at the beginning, 
with five, six, seven, or eight men. 

Senator Benton. Their principal concerns during the last war 
had to do with manpower problems? 

Mr. Moors. Yes. 

Senator Benton. Because of their difficulties in holding their men, 
under wage ceilings, when the men could leave and get higher money 
somewhere else. 

Mr. Moore. Yes; that was one of the difficulties. A good many 
of them went into manufacturing, due to that condition. 

Senator Benton. I will conclude off the record——— 

(Discussion off the record.) 

Senator Benron. Back on the record. 

Is Mr. George Scott here? 

Is Mr. Harry Rishor here? 

Mr. Frencu. I understand that both of them will be here after 
lunch. 

Senator Benton. Very well. Mr. J. Sullivan of Stamford. Evi- 
dently, he is not here either. 

Very well, Mr. Douglas, will vou step up to the table. 
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STATEMENT OF JOHN W. DOUGLAS, PRESIDENT, REPUBLIC FOIL 
& METAL MILLS, INC., DANBURY, CONN. 


Senator Benton. Incidentally, I want to say something about your 
interesting annual statement. 

I see that Mr. William Hale Harkness is on your board. As a young 
lawyer he was the first person young Chester Bowles and young Bill 
Benton went to see as boys, when if we had an office we hardly knew 
where it was. He drew up our partnership papers for our advertising 
business, the firm of Benton & Bowles. When I saw his name on your 
board of directors I remembered that meeting in his office and the $300 
fee he charged us, which I hope has added greatly to the resources of 
the Harkness family, and I hope it is still remembered by him. 

| read your report with special interest for other reasons, because 
of the background upon which I commented in my opening state- 
ment. I congratulate you, Mr. Douglas, on what must be a most 
efficient plant and operation. 

Mr. Douglas’ report points out that in March of 1951 the foil 
industry shipped an all-time peak of 10,250,000 pounds, whereas 
shipments fell in December to only 6,000,000 pounds, a drop of over 
40 percent, and despite this sharp decline in total sales, his company 
maintained capacity production right straight throughout the year. 

[ am interested in vour letter which accompanies your annual 
report, and I assume that you are going to cover this same material 
in your testimony. 

Mr. Dovetas. Yes. ° 

Senator Benron. So I will not review your letter at this time. 

Won’t you tell me, while we are waiting, some of the uses of foil 
that make the economy take 10,000,000 pounds in March and 6,000,- 
000 pounds in December? 

Mr. Dovatas. Well, probably the major reason—or the major 
reasons for foil or the use of the foil, probably the largest one, the 
largest use which every body sees is the use of foil for cigarette pac kages. 

Senator BENTON. Is that the biggest single use of foil? 

Mr. Dovaras. That would probably be the largest single use, with 
( ne ‘wing gum and other protec ea packaging following. 

‘nator Benton. I ssiatiaih that the ‘re must be some great industrial 
use for t because of the large quantity. 

Mr. Dor GLAS. Well, I am not sure of what the cigarette use is, 
but it would probably run from 20 to 30 million pounds a year. 

Senator Benton. Is that so? 

Mr. Doveias. And chocolate and chewing gum, oleomargarine and 
butter packaging, and cheese packaging, Lifesavers, and so on. 

Seaator Benron. The use of foil is wholly on packaged products? 

Mr. Doveuas. That is right. 

Then, of course, there is a substantially smaller use, but equally 
important, and that is for electrical condensers. Every electrical 
capacitator for automobiles or any other type of motor power factor, 
such as condensers, use a substantial amount. 

Then, there is the decorative packaging for Christmas wrapping, 
and wraps of that type. 

Of course, during the wartime there was a very substantial amount 
of packaging of war products, food, medical supplies, and all aircraft 
parts are packed in aluminum foil. 
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Senator Benron. What does the foil do, added to the cellophane? 
Does it take care of the moisture? 

Mr. Dovetas. Moisture, and they are vaporproof. 

For instance, at the present time, practically all ball bearings are 
wrapped in foil, and all parts—— 

Senator Benron. When you put the cellophane outside the foil 
the cellophane adds still further protection? 

Mr. Dovauas. Yes; the cellophane is additional, an additional 
additive. However, the cellophane without the foil would not do 
the job. 

Now, since the war the use of foil has been restricted very sub- 
stantially, so they have had to go to other 

Senator Benton. Where is most of the foil produced? 

Mr. Dova.as. There are a number of foil-producing companies, 
such as the Aluminum Co. of America, the Reynolds Metals, Kaiser 
Aluminum 

Senator Benton. So you do have some competition. 

Mr. Douaias. Yes, we do have some competition, but they are 
very good competitors, and they have never given us any problems. 

Senator Benton. All right. Will you now go ahead with your 
statement? 

Mr. Doua.ias. My name is John W. Douglas, and I am President 
of the Republic Foil and Metal Mills in Danbury. 

Now, if for a moment I could divert from my statement, last summer 
[ did go to Washington, because we had a very serious tax problem, 
which I will not go into at this time, but I went to see Senator Benton 
and Senator McMahon, and I explained our problem. 

We received a very sympathetic ear. As the result of our discussion 
our attorneys drew up a paper that I could use for testimony, and | 
appeared before the Senate Finance Committee around the 17th of 
last July. 

We proposed an amendment to permit a carry-forward for losses 
for 3 years to apply against profits. 

Senator McMahon then introduced that amendment on the floor. 

Following that I contacted many Republicans and Democrats, and 
[ will say that without exception I received a hearing Sage all of them. 

Senator Benron. Mr. Douglas has learned how to put through a 
bill. You walk it through, man by man. 

Mr. Dovetas. Yes. The Senator knows that I spent hundreds of 
hours in Washington contacting the various members of the Finance 
Committee, and the Ways and Means Committee, and we received a 
sympathetic ear. 

On the last day we almost lost the bill, because it was»thrown out 
at the last moment, and unfortunately the House defeated the entire 
bill, and it was put back, and we achieved our end, and I feel very 
strongly about the way that I have been treated. We certainly got 
every consideration. 

Senator Benron. That was the moment of final suspense, as they 
say about the wind-up of a play. 

Mr. Dovatas. I agree with Senator Benton, that if the citizens 
have something that is legitimate, and that they wish to achieve, | 
believe if they go to Washington they have a reasonable chance to 
achieve it, and certainly Senator Benton and Senator McMahon, and 
also our Congressmen, were most helpful to us. 
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Now, Senator, what I will do is to outline the story of our company, 
because it so graphically —— ates the problem which we have, and 
which many other smaller businesses have, and following that I will 
make some recommendations, if I may. 

Senator Benton. That will be all right. 

Mr. Dovenas. My name is John W. Douglas. I live in Brookfield 
Center, Conn. 

As I said, I am president of Republic Foil & Metal Mills, Inc., 
producers of aluminum foil, which is used for protective packaging, 
electrical condensers, insulation, and other functional and decorative 
purposes. Our plant and executive offices are located at Danbury, 
Conn. 

I appreciate this opportunity to appear before your committee and 
explain the discriminatory and serious impact of the tax laws on new 
and small corporations. 

In particular, I wish to stress in this statement the crippling effect 
of the excess-profits tax upon small new business enterprises, and to 
demonstrate the urgent need for relief of such enterprises. 

I will point out the woeful inadequacy of the present provision of the 
tax purporting to grant relief, and will present certain specific pro- 
ars for modification of the law. 

s I said be fore, I will very briefly outline the history of Republic 
Foil to illustrate my points and to confirm my statements. 

Now, our company was incorporated in 1945, after 9 months of 
intensive study relating to prospective markets, sources of raw mate- 
rials, engineering aspects, and the competitive situation. 

As I explained before, we knew that we would be dependent upon 
the three primary producers of aluminum, who also supply approxi- 
mately 75 percent of the foil which we would also produce. 

We also knew about the two well-established independent foil 
companies with whom we also would be in competition. We felt, 
however, that, all things being equal, we could compete with them all 
ona favorable basis, and could expend risk capital to earn a reasonable 
profit while giving additional employment and adding competition 
in the aluminum industry. 

f you in Washington know that one of the chief prides of 
Congress is to add competition to the aluminum business today. 

Senator Benton. There is a fourth producer now coming into the 

field, we have been told. 


Mr. Dovucuas. Yes. Anaconda, that is right. 
~ 
| 


nose o 


enator Benton. We were told that last week in Senate hearings. 
it I discovered in querying the witnesses that the prices of the 
three companies move like a unit. There does not seem to be any 
price competition between the three companies today. 

Mr. Dovetas. That is right. 

Senator Benton. And I made the comment at the previous hearings 
that the fourth would probably, prove not be too hard to handle. I 
agree With you that it is greatly in the national interest to develop 
competition in the aluminum industry. 

There is a group coming down to see me in the next. few weeks about 
starting a little aluminum plant of some kind here in Connecticut. 

Mr. Charles Wilson took me to task not over a month ago because 
Connecticut manufacturers and businessmen in the metallurgical 
trades have been backward in not moving into the field of aluminum. 
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I don’t know a thing about it, but Mr. Wilson, who lived here in 
Bridgeport for 10 or 15 years, is one of our distinguished industrialists. 
When he takes me to task about lack of New England enterprise in 
developing an aluminum industry, I would think that it should be 
looked into. 

Mr. Dovetas. Well, we started out to raise capital, and we figured 
originally that the job could be done for about $750,000. It devel- 
oped that this was not enough, and we later found that we required 
about $200,000 more. At the present time we are capitalized at a 
little under $950,000. We need every penny of it. I want to empha- 
size that every penny of it is private capital, private venture capital. 
We have never obtained funds from the RFC or any other Govern- 
ment ageney. 

Now, we raised our initial capital in early 1946. The balance of 
that year was spent in constructing a plant, ordering and installing 
equipment, making sales contacts, and dealing with a great many 
technical problems. 

In March of 1947 we commenced preliminary production in our 
brand new, completely modern foil mill, which cost us $500,000. 
Now, this certainly was not the biggest foil-aluminum plant, or foil 
mill, rather, but it was modern in every way. 

We spent the balance of the year in ironing out production “bugs”’ 
and learning the ropes. Under the circumstances, our losses of 
$145,000 in that vear were not out of line. 

Since that time, incidentally, new foil mills have come into opera- 
tion and have proved the statement that it takes 2 or 3 vears to put 
any foil mill on any kind of a profitable basis. It is a highly technical 
and difficult method of rolling. 

Senator Benron. I might say here that I have never, and I have 
had a great deal of experience with new business, and indeed have been 
mixed up with several of them, but I have never seen a new business 
properly run that did not lose money for the first year, and very 
probably the second and third and possibly the fourth and fifth years 
as well, in getting under way. 

If the business is doing well and seizing its opportunities, it will 
lose money. You just cannot start a new manufacturing business 
without losing money in the beginning unless it has war contracts or 
some bonanza like that to underwrite it, but if it is a real pioneering 
venture, with promotional and sales developmental problems going 
Into a competitive field, I don’t see how it can be done without losing 
money for the first few vears. 

Mr. Dovetas. Well, if it can, we have not found the formula. 

Senator Benton. In the early years. 

Mr. Dove tas. That is right. 

Now, in 1948 and 1949 we encountered very serious raw-material 
shortages over which we had no control, and which seriously affected 
our operations. As a result, we lost approximately $49,000 in each 
year. 

However, we expected our share of obstacles at the start, so we con- 
tinued to exert our fullest efforts toward improving our processes and 
production, and kept adding and training employees. 

In spite of our competence, I need not tell you that losses, after 
3 years, of approximately $243,000—more than one-quarter of our 
capital—represented a very serious drain on our resources. 
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However, our confidence was justified in 1950, when we made 
$238,000 before Federal taxes. 

Then last year in 1951 the company earned $257,000, of which 
$16,000 was paid iato an employee profit-sharing retirement plan, 
which was approved many months ago by the Treasury Department, 
but we cannot get it through the Wage Stabilization Board—— 

Senator Benton. But your annual statement says you are going 
to do so. 

Mr. Doveuas. We think that we can do anything. 

Then $7,500 was reserved for State taxes, 

Senator Benton. You may have a tougher time with the Govern- 
ment agencies thin vou had with the Senate Finance Committee. 

Mr. Doveias. We have had a very pleasant relationship with the 
Senate Finance Committee 

A reserve of $7,500 was set up for State taxes, leaving approxi- 
mately $234,000 profit, before provision for Federal income and 
excess profits taxes 

Now, I want to emphasize that the profits in 1950 and 1951 were 
not due to defense work. We are participating in the defense pro- 
gram, but our defense orders have merely replaced more profitable 
civilian business. 

When we started out, I drew up a prospectus, and we figured that 
we would average, after a difficult period, around $250,000 a vear, 
and it was on that basis that we put in the risk capital. Our figures 
in 1950 and 1951 justified our investment, based upon a 37-percent 


tax rate. However, based upon present taxes it was a dreadful 
investment 
I think it is also worth not ing that in Danbury, which has been 


very hard hit, we now employ 110 employees, and that the average 
pay in 1951 was in excess of $5,000 for our employees. 

Senator Benton. Do you mean a $500,000 total payroll? 

Mr. Dovauas. Well, $500,000 ao all our employees, or more than 
$5,000 per employee. 

Senator Benton. Why is it as high as that? 

Mr. Dovetas. Well, we have been running 6 days a week, 24 
hours a day, and the sixth day is naturally paid for at time and a half, 
in addition to which we have paid excellent rates of pay. We have 
followed the rates of the entire industry, and we have been very broad- 
minded in our approach to our employees. We feel that we are 
fairly generous. 

Needless to say, our future depends upon our ability to maintain 
and improve our position in a highly compe titive industry, and our 
position depends upon the retention of sufficient earnings to permit 
substantial replacement of worn-out equipment and retention of 
earnings, as many Other people pointed out here, depends upon past 
taxes. 

Now, [have listed here a tabulation which shows the extent to which 
the Federal taxes have drained away the earnings of this company, 
and no doubt many other small growing companies. 

I will summarize this, since only the gentlemen at the table have 
these figures. 

Our net losses, as explained, were approximately $243,000 for the 
years 1947 through 1949. 
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We then picked up a profit of $238,000 in 1950, and a profit of 
$234,000 in 1951, giving us a profit of $472,000. That gave us a 
5-year net before Federal taxes of $229,000. 

‘Federal income taxes, including $38,000 of excess profit taxes, have 
taken $158,000 of that income, leaving a net income after 5 years 
of $71,000. 

Mr. Edwards, I believe, said that he knew of a company that was 
being taxed 66 percent. If he is still here, he now knows of a sec- 
ond company, because our total taxes out of net profit have been 69 
percent of all of the money we have ever made. That includes 
$38,000 of excess profits. 

Now, in the event that the corporation makes earnings in 1952 
comparable to those of 1951, the percentage of carnings going to 
Federal taxes will be even larger than the amount we have been 
forced to pay to date. 

It certainly is difficult to refrain from calling such results virtua 
confiscation rather than taxation, and more serious than the im- 
mediate effect of this confiscatory taxation will be the long-range 
results upon our economy and upon the future of this and thousands 
of other small new enterprises. 

Now, Senator Benton has said that he, and I know Senator 
McMahon is trying to promote the aluminum industry in Connecticut 
and I think throughout the country. 

Our company has a very large expansion program on hand. | 
am confident that if we can raise the money to Carry it forward—o1 
rather, 1 am confident that we can raise the money to carry it for- 
ward without Government expense. However, we have determined 
to shelve the problem indefinitely. There is no point of our going 
ahead, and certainly I don’t believe that anvone here would feel 
that there was any incentive for us to invest that amount of funds 
when there is only 30 percent left if you are good, and nothing 
left if you fail. 

Now, of course, the problem that we have is that our competitors 
are going ahead with expansion, because they are large industrial 
giants who, by virtue of their size and past earning records, can, if 
need be, finance capital improvements by access to the country’s 
money markets. They have the means to experiment and to modern- 
ize, and the strength to weather severe economic storms. Further 
they had an opportunity in the base period to prove their earning 
power, and this company had no such opportunity. 

Therefore, we are penalized by the excess-profits taxes, and it is 
submitted that the situation of this company is a striking example of 
discrimination, of inadvertent discrimination by tax law, the excess- 
profits-tax law, against small new businesses, and that corrective meas- 
ures are vitally necessary. 

Senator Benton. I am glad that you put in the word “inadvertent,”’ 
because in my talks with many members of the Finance Committee 
at that time when you aroused my interest, I found that the word is 
warranted. The discrimination was inadvertent. We have a perfect 
case story here in Mr. Douglas’ company of the way the competitior 
which is greatly needed in a particular industry can be throttled by 
inadvertent discrimination of the tax laws against risk capital. 

Mr. Doveuas. Well, I will say this, Senator: Virtually everyon 
that we talked to agreed to that. We had many conferences with 
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Colin F. Stam, of the Joint Committee on Internal Revenue Taxation, 
but we have not as yet been able to achieve our point, but we hope 
that we will be able to do so. 

The public policy of the United States is to foster competition and 
small ee The present excess-profits-tax law should be modified 
to implement, rather than undermine, such policy. 

Now, we have here several proposals for the amendment of present 
inadequate relief provisions applying to new corporations. 

Existing law contains two principal provisions designed to provide 
a degree of relief from the inequities of the excess-profits tax for new 
corporations. 

One is section 430 (e), added to the Internal Revenue Code by 
section 501 of the Revenue Act of 1951, which places a progressively 
higher ceiling upon the excess-profits-tax liability of new corporations 
during their first 5 vears of existence. 

The other is section 445, which permits certain new corporations 
to compute their excess-profits credit by applying their industry 
base-period rate of return to their assets. 

Granting that some taxpayers deserving relief may be aided by these 
provisions, it still appears that they miss their mark. 

Section 430 (e) places an excess-profits-tax ceiling beginning at 5 
percent in the first 2 vears of a company’s existence, and increasing 
by 3-point stages to 14 percent in the fifth vear. This is no doubt a 
sah tary pr Vision in some cases, but the main difficulty is that the 
most acaties ¢ cases are ne 
Jd in which no extensive de- 


7 , 
ius, a corporat m might enter a i 
velopment period was necessarv; in other words, a field in which 


profit could be a eee: This corporation would im- 
med Mey reap the benefit of the e section. 

On thi ther ] he an another corporation, like the instant one, might 
enter a field in which an extended development period is required 
vefore profits can be enjoyed. As a result, this corporation, which 
was willing to take the greater risks, derives the lesser benefits 

Senator Benté You think that any escalator provision should 
apply only Ries the date when a company enters into the excess- 
pro its br ickets? 

Mr. Dove.ias. That is exactly it. That is the proposal. Ths at _ 
exactly what we feel, and we feel very strongly that age should not bi 

onitor taxation but th it it Sno ld be suee SS, 

We should have a 5-year period after entering into the excess-profits 


. E ‘ —c e . 
Senator BENTON. Rather than calculating from the date of the 


inding of a new company t 
Mir. Doveuas. That is right, and I believe that a great many of the 
taxation experts in Washington concur in that idea. 
Senator Benton. [ agree that your proposal would help maintain 
more of a semblance of our competitive system and of our enterprise 
s ider the impact of shortages, allocations, pr ice controls, high 
ves and many ther things that are the concomitant of a war 
The theory of all these controls, of course, is that thev help preserve 
onom so that when we get back to normal and get rid of the 
controls we will return, and for a moment I am using excess-profit 


taxes as a form of control, to a free economy. Though our economy 
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may be damaged, and perhaps has learned very bad habits, with 
minimum difficulty, we would have to go back toward the competitive 
system that encourages rewards for eaterprise. 

' Your proposal warrants the careful study by the committee. I 
myself expect to favor it. 

People who oper: ite in business find that one of the handi caps 1 

dealing with Washington is that they can’t find many businessmen 
down there. Polities does not tend to appeal to men in business, as 


young men. Politics doesn’t mix well with the work required to 
develop their businesses. As a result it is mostly the lawyers who as 
younger men take up politics and who end up in hr phe About 
two-thirds of the United States Senate is composed of ee 


Yet it seems to me largely throug rh business a rie e that a man 
learns that Vou can me Ver y, ve ry suce essful li Starting a new business. 
and go bankrupt because of all the money you can and often must lose 
due to your success. 

In your first year, or the first 2 or 3 years, as you get a new client or 
new customers, the business must learn how to make new produ 


icts, 
or must ¢o into research, or hire new salesmen, or build a new wine to 
the plant. All these things can come out of doing well and hard work 
All call for investment, all can result in losses 


if a man has e xpe rienced this and recognizes it, this makes it easier 


for him to accept the validity ef the proposal of Mr. Douglas. 
Mr. Sruuts. I think that Mr. Douglas has another suggestion. 
Senator Benton. I beg your pardon. 
Mr. Douauas. This will be short. We have one more suggestion. 
Now, Section 430 (e) sh ould be amended to make it applica le to 


the first 5 vears in which the corporation earned more than its credit 
\s already pointed out, the present provision wrongly places the 
emphasis. It benefits most those corporations which can envisage a 
“qui iN pr ofit’’ rather than a difficult period of develop rent followed 
by a stear ih rrowth. 
The ri test should be whether the corporation has entered into a 
period of earning excess profits, not merely whether it has existed fora 


particular period of time. 


Section 445 grants new corporations the right to use their ndustry’s 
base period rate of return. In the case of the instant company, its 
“industry rate of return” is the average rate earned by the industry 
designated as “primary metal industries and fabricated metal prod- 
ucts,’ COIMPPIsiLg, of course, & great many oO} thre larger and older 
corporations of the country, and representing an aggregate capital of 


many billions of dollars. 

[t includes among others all the primary producers of aluminum, 
who not only have the advantages of integration, so that this company 
must compete directly with them, but also are the raw material 
supply for this company. 

It is wholly contrary to fundamental ideas of fairness and equity 
and certainly unrealistic in a free enterprise economy—that a new 
corporation, which dares to compete, pre sums ably because it is willing 
to undertake some improvement of product, or process, or m ethod, 
should be limited to the rate of return which its older eriean Bi tors have 
established. And cert: nL there 1s no incentive to amen new risk 
capital under such conditions. 








4? TAX PROBLEMS OF SMALL BUSINESS 


In order to correct present inequities, the law should be amended to 
provide a section whereunder corporations who commenced operations 
during or after the base period and had no earnings during the base 
period, could use their earning experience after 1949 in computing 
their excess profits tax credit based on income, and, section 445 itself 
should be amended to provide for such corporations, an option of a 
20 percent base on their first $1 million of invested capital in estab- 
lishing an excess profits credit. 

Now, one of the bases on which we have to operate is the industrial 
rate of return, or the industry rate of return, and without going into 
that in detail, obviously the industry rate of return, as applied to 
our company, is too low. 

Senator Benton. Oh, yes, it would be. 

Mr. Dovetas. Therefore, we cannot use that basis and have 
a fair basis for excess profits. 

In order to protect industry, the law should be amended where if a 
corporation commenced recently and had no earnings during the base 
period, where they could use their earning experience after 1949 in 
computing their excess profits tax credit based on income. In other 
words, Republic Foil should be granted the right to use an excess-profit 
base for the last 2 years, or at least a period of years, rather than 
the base period where they obviously were forced to Sis money 
because they were new. 

And certainly, the industry rate is not a fair rate. That would 
make our rate, I believe, around $110,000. 

Senator Benton. The industry rate? 

Mr. Dova.as. That is right. 

Mr. Srutts. Would amending that list of industries help you, 
rather than putting you in with United States Steel, and the Aluminum 
o. of America, if they were to put you in with the foil industry? 

Mr. Dovetas. How could you do that, because the foil industry 
largely is an integrated part of the big « -ompanies. 

Senator Benron. Unless a smaller independent manufacturer 
expected to earn a higher rate on capital, due to his energy and enter- 
prise, he should and would never go into business. 

Mr. Dovetas. That is exactly it. 

Senator Benron. Mr. Douglas, I certainly congratulate you upon 
your statement. 

Mr. Dovauas. We do have one other suggestion, sir, and whether 
this is administratable or not, I don’t know. 

Getting back to the point where I was talking about the amendment 
to section 445, frankly, I understand that that is a very difficult 
suggested amendment to administrate, and we don’t want to suggest 
amendments that are not feasible and are not administratable. 

Senator Benron. I don’t understand enough about that to comment 
onit. But I think it is fair to say that most of the men that you talk 
to in raising your capital would not have given you your $950,000 
unless they had anticipated that you had a chance, a reasonably 
good chance, to earn 20 percent on it. That is the minimum they 
were after with that kind of venture risk capital. 

Mr. Dovevas. I think that is true, and I am sure that they would 
double it if they felt that we had an opportunity of doing it, because 
we have proved our ability to make good, but we have no power over 
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taxation, and we do honestly feel that Congress is sympathetic and 
will help us. 

In summation, it is clear that the framing and administration of 
an excess-profits tax presents tremendous problems, especially as 
applied to new enterprises. Probably there is no true solution short 
of outright repeal, but assuming the inevitability of its continuation, 
the excess-profits tax must be amended if new and small corporations 
are to become healthy, and stay so. If this segment of our economy 
remains sick, our entire economic structure will be undermined. ; 

Senator Benton. There are not many companies, however, with 
this kind of a problem. I will say it is unfortunate that there are not 
a great many more because Mr. Douglas’ new enterprise, started 
after the war, has successfully lived up to its expectations and fore- 
casts and - as brought employment and wealth into our State. That 
is a record of which any chamber of commerce president should be 
proud. 

His failure to earn the profits his backers hoped for, and his reeord 
entitles him to, make his company an unfortunate casualty of the 
taxes that have been forced upon us by the world crisis through 
which we are passing. 

| hope we can learn how to adjust our tax laws and Treasury reg- 
ulations so that we can minimize these casualties in number and in 
scope. 

Mr. Dovetas. Thank you very much. 

Senator Benton. We shall now recess for lunch for 1 hour. We 
shall meet again at 1:45. 

I understand there are four witnesses remaining. I should not think 
from the way the witnesses have been testifying that the remaining 
four will take much more than another hour, 

[ will be pleased if vou can be back with us at 1:45. I anticipate 
that we should be through by 3 o’clock at the latest. 

(Whereupon, at 12:45 p. m., Thursday, March 15, 1952, the hearing 
in the above-entitled matter was recessed until 1:45 p. m., the same 
day.) 

AFTERNOON SESSION 


Senator Benton. All right, gentlemen, let us come to order. 

I will introduce you to Mr. H. W. Baer of Waterbury Cos., Ine 
He can only stay briefly, and he has asked for permission to lead off 
this afternoon as our first witness. 

We welcome you, Mr. Baer. 


STATEMENT OF H. W. BAER, REPRESENTING WATERBURY COS., 
INC., WATERBURY, CONN. 


Mr. Barr. I do not have extra copies of what I am going to read 
here, but I will see that the committee is supplied with them. 
Senator Benton. We have a stenographer here who will take down 


your paper as you read it. These hearings are to be printed. This is 
the first dé ay of the hearings, and Senator Hendrickson is joining me 
in Newark tomorrow for the second day. Altogether we have e ight 


cities that we shall visit. I assure you that everything submitted at 
these hearings will be studied and, | anticipate, will get the attention 
of the Senate as a whole. 


98399—52—pt. 1——4 








44 rAX PROBLEMS OF SMALL BUSINESS 


How much actual legislation we will secure this year is, of course, 
questionable. 
~ Mr. Barr. Well, I want to say, Senator, we are now going a little 
bit from the sublime to the ridiculous. 

The last speaker was connected with a business that was about 6 or 
7 vears old, and we are at the other end of the stick. Our company 
started out in 1812, and continued as a sole proprietorship until about 
1834, and as the Connecticut corporate laws became more operative, 

e became a corporation under the name of the Waterbury Button Co. 

The present ownership has continued in one family since 1872. We 
have a strong continuity of policy all through those years. 

You have often heard it said that the first hundred years are the 
hardest, and we ought to be on easy street by now, but with the taxes 
and Government controls we probably have a harder job than our 
vounger nelg 
~ Senator Benton. My company, the Encyclopaedia Britannica, was 
founded in 1768, and the only other company that I know in the 
country that is nationally known and that is older is the Hartford 
Courant, which was founded in 1765. 

I think that there are older companies but they ar not nationally 
known. 

Mr. Barr. I think we are the fourth or fi ifth oldest in Connecticut. 

Well, Senator, if I were asked to state the thing that, in my opinion, 
was most harmful in high taxes on corporate income against busi- 
ness, I would say that it is the way in which these taxes decrease 
the margin of safety in a business, and by margin of safety I refer to 
two things, one, the prote ction of the stock holders’ equity in a busi- 
ness, and secondly, and equally as important, the protection of a 
vorker’s job in the enterprise. 

Over the past decade, high taxes have siphoned off from companies’ 
earnings a great deal of what in the vears up to 1941, inclusive, might 
e called, in fact has been called “seed money.” This is the profit left 


na business which can be plowed back in the form of exy ANSION of 
equipment, buildings, tools for new products, research and de velop- 


(he pattern of growth in American industry, ever since the estab- 
shment of industry in this country, has been one of growth through 
the plowing back of profits. 

It is true that profits aa not accounted for all the working capital 
that was needed, but the fact that there were retained profits have 
made a business or enterprise look miner to outsiders who had 
money to invest and who, as such, would be willing to put it into a 
‘ern that had a demonstrated record of earnings and of plowing 
a substantial portion of them. 

There is an old rule of thumb that used to apply to what was to be 
done with corporate earnings, and that was, “es dollar for the business 
and a dollar for the stock hold ers.’’ 

Taxation, plus section 102, has almost completely nullified that 
inwritten rule in recent years. Undoubtedly, most of the members 
of this committee read the United States News and World Report 
and the March 15 issue has a very significant article on what is left 
for some of the major United States industrial concerns after the 


(Jovernment takes its share. 





TAX PROBLEMS OF SMALL BUSINESS 15 


The United States Steel, tor 1951, for example, pays $15.24 per 
share, and has left after the tax, $7.05 per share for the stockholders. 

The Goodrich Co. fares far worse. For example, the Government 
takes $18.99, and the company only has $8.40 left after taxes. 

Even the railroads, which are supposed to be favored because of 
their high invested capita! structure, which ak make for a higher 
base before excess profits came into the picture, do not fare so well. 

In the case of the New York Central, for example, the United States 
take was $9.32 and the railroad has $2.28 left after taxes. 

This list oa | be added to indefinitely. 

In many cases today, in — to finance increased business, corpo- 
rations have had to resort to heav y bank or insurance loans. This 
type of financing has been resorted to because of the thin market that 
exists for new stock issues. 

As pointed out previously, investors are not too eager to put money 
into a situation where the tax-take places such a heavy demand upon 
the corporation's working capital. 

The tax picture is made even further lopsided for business concerns 
when consideration is taken of the Inte rnal Revenue Department’s 
attitude in regard to de prec lation and re ple cement cost of equipment. 

In our own case, we can cite a situation that is repeated in all 
segments of industry today. 

[ want to say, Senator, that this was put in here without having 
any knowledge of what you were going to say. We agree on that 
point, Senator. 

As | Say, in our case we can cite a situation that is re peated in all 
egments of industry. 

[ here use some wording that the Naugatuck Valley Industrial 
Council used, because it described a situation quite analogous to our 
Own. 

In 1936 we bought a press for $3,750. We figured that it would 

last 15 vears, and so did the company that made the machine. We 
therefore, set aside, as any company must do, a reserve in the form 
of one-fifteenth of the cost amounting to $250 a vear, each vear for 
15 vears. Naturally, we were considering that by this method when 
1952 rolled around we would have laid aside enough to buy a new 
machine. 

However, along toward 1947, the engineering section of the Internal 
Revenue Bureau came along and said, “You cannot do that, because 
we think the machine is good for 20 years. Therefore you can set 
aside only one-twentieth of the $3,750, or $187.50 each year for 20 
years.” 

But here is the big rub—the price for a new press of the same kind 
increased not long after 1936, and it increased several times after 
that, but still the Government tax man would not permit the company 
to lay aside any more than $187.50 a vear. 

Well, because of the three-shift beating the press took during the 
war, if was completely worn out by August of 1949, and had to be 
junked. The company had laid wie by that time $2,250 buy a 
new machine, but when it inquired about the price, it found that it 
was then $5,250, so it was short $3,000. Even if the cost of the machine 
had remained at the 1936 figure of $3,750, the company still would 
have been short $1,500. 
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Senator Benton. Thus, your depreciation fund just about took 
care of the price increase? 

Mr. Barr. Thatisright. But as I say, even if the cost had remained 
at the 1936 figure of $3,750, the company would have been still short 
$1,500. 

Now, at this point I want to inject another element into the dis- 
cussion on depreciation 

The Internal Revenue Department does not audit returns of cor- 
porations, at least that has been our experience, until the engineering 
section has gone over the value of your equipment, and scanned your 
depreciation reserves. In our case they took the year 1946 as a 
starting point, and decided to have the engineering section look over 
the equipment to see what shape it was in, and what rates they should 
decide upon. 

However, they postponed coming in until early 1950, so our 1946 
returns will only be audited starting sometime next week, and as a 
result we know that we will have about $40,000 worth of additional 
taxes because of disallowance for depreciation, and we know that we 
will be charged about $10,000 in interest, starting with 1946, because 
in their language we are delinquent. 

However, we had nothing to do with that. We couldn’t do anything 
about it until the Internal Revenue Bureau came in and examined the 
machinery. 

So they reduced rates from a 15- to a 20-vear life, and others that we 
said had 10, they said had 15, so there is a great element of unfairness 
in that. 

Senator Benton. I agree with you. 

Mr. Barr. We don’t mind the taxes so much as paying the $10,000 
in interest which was incurred through no fault of our own. 

Senator Benton. I am not sure that I understand you. You mean 
that for many years before 1946 you had been depreciating at a 15- 
year rate, without anyone raising a question about it? 

Mr. Barr. That is right. 

Senator Benton. | certainly think your point is valid. This was 
no fault of your own. 

Mr. Barr. That is right. They raised no question as to the rate 
we had set in the war years, and they allowed them to go through. 
Then they suddenly decided that 1946 was sort of a starting point 
where they should look at the gross value of the machinery and the 
reserve that was set up alongside that, and do something about it, 
because the equipment seemed to be lasting longer. 

But in doing that they overlooked a very important factor, and 
that is that there is an element of obsolescence which also enters 
into a depreciation rate. It takes a lot of money to buy machinery 
and equipment, new plants and molds and tools, and money must 
either be borrowed or set aside. 

If a company does not have any reserve or surplus funds, it has 
difficulty in borrowing money because its credit would come under 
closer scrutiny than if it had adequate reserve or surplus amounts in 
its treasury. 

We know in this vicinity that the banks feel that the vy have loaned 
up to about the limit in many situations, and when company heads 
go to the banks and ask for still more money, the banks very often 
tell them that the limit has been reached, and then when the head 
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of the business asks what he is to do, he is told very bluntly to stop 
taking on further business and get along with what he has and can 
adequately handle with existing funds. 

Now, this is & thing that is most distasteful to businessmen in 
general, because one of the crying sins of American business is to 
have business in hand or see it available, and then not be able to 
take care of it. 

I know that Senator Benton knows how that feels. 

Senator Benton. I certainly wish that I had more business that I 
could not take care of. 

I fear that I don’t have that feeling often enough. 

Mr. Barr. Well, at any rate, that happened to some people last 
vear and in the fall of 1950. 

Now, you may ask why corporations do not turn to their stock- 
holders in such situations. That is often the first thing that is tried, 
and in the case of smaller organizations, for example, the officers and 
directors are generally the largest stockholders, and they have invested 
every free dollar they have and may have even gone into debt per- 
sonally to supply the corporation with more working capital. So 
that source of funds is very often dried up. 

[t is a known fact that only 5 percent of the new capital in business 
is now coming from the sale of shares of stock. W io should a man 
venture into a new business undertaking, where approximately 70 
percent of the benefits of the business—assuming that it is profitable 
go to the Government. 

If, by chance, he gets a 6-percent dividend, when the Government 
gets through with his personal tax bill, there is very little left. The 
odds against the investor are too great. 

Since this is the situation, it also means that dividends in the future 
will be reduced. Those of you who own shares of some of the leading 
companies in this country have already seen that come to pass on 
dividend checks paid out in the first 2 months of this vear. This has 
been particularly true of the textile stocks. 

Now, I suppose all of this sounds very repetitive, and it sort of 
seems as though we all got together to sing the same litany. 

Senator Benton. No. It is very interesting. It is a reaffirmation 
from the standpoint of your own experience as to what we need 
learn and do. 

Mr. Baur. Well, as I sat here this morning, it seemed to me as 
though we were all singing the same song, but it is absolutely true. 

Senator Benton. I am surprised that there has not been a lot of 
testimony suggesting things radically out of line with the imperative 
national need for revenue. 

The proposals of today have been rational, they have been reason- 
able and sober and constructive. Any who barged in and demanded 
that the taxes be cut 50 percent, or 75 percent would not be in touch 
with the problem of the American people today. 

Mr. Barr. That is right. I think the average businessman merely 
wants a more realistic approach to the tax problem. 

Senator Benron. He wants a more equitable balancing of the factors 
that are involved in the levying of taxes. 

For many years I have felt certain that the Treasury regulations are 
unsound and against the national interest. 
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But we have become habituated to them since their start in 1913. 
They are nothing new. They didn’t come in with the New Deal. 
Their history goes back through the twenties to be ‘fore the first war. 

[ am not saying that if I were Secretary of the Treasury and had 
the power I would suddenly sweep them away. 

Even the worst of them we may have to get rid of gradually. After 
an economy lives under one system for a long, long time, habits are 
formed and arteries get hard. 

Mr. Barer. Yes. There was an interesting question asked of Mr. 
Maintain, and that was if excess profits were completely eliminated 
from the picture, would a man such as Mr. Maintain feel that a high 
normal tax rate would suffice. 

Now, I read somewhere not so long ago—— 

Senator Benton. You mean a high normal corporation tax rate? 

Mr. Barr. Yes. Not so long ago’ there was a study made by 
Ruml— 

Senator Benton. Yes. Mr. Ruml very much favors setting the 
corporate tax rate at whatever point is felt necessary, to raise what 
must be taken away from the corporate system in taxes, and do it 
all through a flat rate rather than through a lower flat rate plus excess 
profits. 

Mr. Barr. Well, I am quoting from memory now, but I think if ] 
remember correctly his studies reveal the information that during 
World War IT if all excess profits had been eliminated, and instead a 
40-percent straight tax—and that had been brought up to 48% per- 
cent—that the Treasury Department would have had as much 
income as through 95 percent, less 10 percent in one case, or an 
over-all SO percent less 10 in another case. 

Senator Brenton. It is arguable, though I don’t think Mr. Ruml 
has necessarily made his case. Many older corporations such as vour 
own, seeing the new war babies coming in with war contracts making 
enormous profits, with some justice would feel that the profits of the 
new companies coming out of the war should be taxed at a higher 
rate than the established businesses that preceded the war. 

That is the theory underlying the excess-profits tax. 

Mr. Barr. That is true. Of course, renegotiation does siphon off 
some profits and price redetermination takes others. Of course, not 
all contracts are written with price redetermination clauses. 

Well, [ would like to continue with this article. For emphasis I will 
go over this part again. It is a known fact that only 5 percent of the 
new capital in business is now coming from the sale of shares of stock 
Why should a man venture into a new business undertaking where 
approximately 70 percent of the profits—or rather, 70 percent of the 
benefits of the business, assuming that it is profitable—go to the 
Government. 

Senator Benron. Did you hear Mr. Douglas’ testimony this morn- 
ing? 

Mr. Barr. Yes 

Senator Benron. He gave us as perfect a case story on that as you 
are likely to find anywhere. 

Mr. Barr. Yes; I thought it was very good. 

Now, if by chance he gets a 6-percent dividend, when the Govern- 
ment gets through with his personal tax bill, there is very little left. 
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The odds against the investor are too great. Since this is the situa- 
tion, it also means that dividends in the future will be reduced, 

Those of you who own shares of some of the leading companies in 
this country have already seen that come to pass on dividend checks 
paid out in the first 2 months of this year. This has been particu- 
larly true of the textile stocks. 

It is regarded as axiomatic by accountants and financial authorities 
in general, that the financing of every new dollar of business takes 
from 50 to 75 cents of working capital, so it can be readily appreciated 
why reserve funds are so necessary for the proper handling of addi- 
tional volume. 

Now, at this point, Senator, I am touching on something that J] 
don’t believe was brought out by anvbody, but it is of considerable 
importance to a great many people with whom I have talked, and that 
is the accelerated method of payment, 35 percent on March 15, 35 
percent June 15, and then 15 percent September 15, and the remaining 
15 percent on December 15 

Now, in order to pay 35 pe recent on each of the dates March 15 and 
June 15, all businesses must start accumulating cash from the begin- 
ning of each quarter until the payment date 

While the normal payments were 25 percent in each quarter, an 
increase to 35 percent does not sound too high, but taking it from the 
standpoint of actual percentage of what is involved, it means getting 
together 40 percent more cash than would have been necessary under 
the old method of paying. 

We know from our own experience that having to get this additional 
amount of cash ready now means that in some cases our customers 
are slowing up in paying their bills to us, because they may have 
borrowed right up to limit of their bank line s, and cannot get more 
from the bank source, or they in turn may be carrying their own cus 
tomers, who are eiverlam building up their cash accounts for income- 
tax payments. 

This strain is going to grow more severe on business when the 
payments have to be made on the basis of 50 percent March 15 and 
50 percent June 15. A strong plea is made for a further investigation 
of the required hew methods of paying Income taxes. lt is a known 
fact that in some cases some companies will omit paying dividends 
entirely for the first two quarters, until the heavy tax payments are 
out of the way. 

Senator Benton. Is it your thought that that might be a reasonable 
privilege to give to businesses below a certain size, or do you feel that 
any privilege in this area given to businesses below a certain size 
should be extended to all businesses? 

Mr. Barr. I think it should apply to the smaller businesses that 
are always struggling. 

Senator Benton. You argue that the need is much greater there? 

Mr. Barr. Very much greater. 

Senator Brenron. Has it ever occurred to you that one reason why 
the Treasury may be so rigorous on its tough, strict rules on amorti- 
zation is that many of our biggest and most powerful private busi- 
nesses must want the rules that way? 

Mr. Barer. No: I did not know that. 

Senator Benton. Isn’t there a real conflict of interest within the 
business community itself. 
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I do not think that your big utilities, for example, are necessarily 
very eager to charge off equipment—or, perhaps, anything else. 

Mr. Barr. They are going to build up increased capital accounts, 

Senator Benton. That could readily be their purpose. So we may 
have a lot of the biggest companies in the country that do not want 
to charge off their capital accounts. I would like to see this explored. 
I’ve never thought much about it. 

But hasn’t this attitude been traditional in railroading and in the 
utilities business? They in turn employ a lot of the biggest law 
firms, and a lot of the biggest accounting firms, who get accustomed 
to that viewpoint, and accustomed to that attitude toward building 
up capital accounts. 

These people go to work for the Treasury. The Treasury people 
quit and go to work in these eee firms. Can’t the habits so 
engendered in a large segment of the business community have a 
great deal to do with the development of the Treasury regulations, 
and the freezing of them into certain hard and fast patterns? 

In other words, these regulations are not just some Government 
bureaucracy that makes them up on its own, sitting in a vacuum, 
grabbing them out of the blue. 

Mr. Barr. No. There is another thing in back of that. 

Senator Benton. Out of my knowledge of the business community, 
[ know there are many companies who resist charging things off. 
They keep them on the books for tax reasons, or to make a case for 
higher rates before a public-utility commission, or to help with the 
Securities and Exchange Commission, or whatever. 

Mr. Barr. I say if we continue to dry up the source of funds of 
working capital for business, through what is almost confiscatory 
taxation, how long can industry continue to meet its expansion plans 
or maintain its equipment as it has in the past? It can only mean 
that the expansion of plant equipment will be slow from this point 
forward, or it could mean that the course of Government would veer 
further toward socialistic lines, and that the Government, rather than 
private enterprise, will have to furnish the funds for progress. 

Our feeling is that the Members of Congress do not yet want to see 
that happen, because the operation of business, we feel, must at all 
times be divorced completely from Government operation, because of 
the very nature of the business itself. 

As is often said in this valley, it is quite a trick to run a business, 
and it requires a special brand of talent not given to evervone. 

True, the businessman has perhaps made his share of mistakes in 
the past, but he is today a much chastened individual, one who is 
thoroughly aware of his responsibility to employees, to stockholders, 
and to the community in general. 

[ would say that if anvone, in the Biblical sense of the term, has 
become his brother’s keeper, it is surely the businessman. 

For 1952, the normal tax on profits will be 52 percent, with 
30-percent tax on excess profits, with, however, the maximum take 
by the Government of 70 percent of all profits earned. Taxes as 

high as this, as all of us know, promote extravagances in business. 
In fact, the business manageme nt must be pretty resolute in mind to 
avoid indulging in extravagances. The question would be asked by 
many of its personnel as to why a company should not pay high 
salaries and high wages and everything else of this nature, and if 
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necessary have it reduce earnings, because the Government gets most 
of the benefit of earnings anyway. 

What will be the condition of business management and business 
ethics, when peacetime competition comes, if these extravagances are 
indulged in, as undoubtedly they will be, and are in many instances. 

Even labor unions make use of the fact that where 82 percent of a 
corporation’s earnings may be paid to the Government they feel 
that they are not asking much when only 18 cents out every dollar 
wage increase will come out of the company’s pocket. This statement 
is made by them, even though there are such things as wage controls in 
effect. 

It seems to us and to economists in general that taxes should not be 
made so high as to destroy incentive or restrict initiative. It is 
omar not very comforting when a new business, through hard 
work, initiative, and a careful and prudent use of invested funds, a 
successful enterprise had been established, to know that over one- 
half of the profit resulting from the effort is demanded by the Govern- 
ment in cash. That certainly would give anyone reason to pause who 
may be thinking of going into business. 

Now, there is at the present time only one area in the business field 
in which people can be engaged without being shouldered with heavy 
tax responsibilities, and this is found in the case of a company making 
less than $25,000, and the question naturally follows 

Senator Benton. Won’t vou include the fellow in the oil business? 

Mr. Barr. Oh, ves; the 27-percent depletion. 

But why should a business making approximately this figure 
seek to expand and make more. 

In conclusion, I wish to emphasize that there is no more patriotic 
group in this country than the businessman. He is not griping 
against taxes, as such, because he knows, perhaps more than most 
people, that in the present state of upset in the world today there is 
consequently need for more and more sacrifice, often meaning more 
and more taxes 

All the businessman asks for is an equitable application of the tax 
laws, which he feels is not being done today. 

Thank you. 

Senator Brenron. Mr. Baer, vours is a very thoughtful paper, 
and I congratulate you upon it. It shows deep understanding 

Mr. Barr. Thank vou, sir. 

Senator Brnron. It is temperate and very restrained. On this 
I] also congratulate you. 

| particularly like your phrase “his brother’s keeper.”” The United 
States is today in the unh: appy role, a role we did not seek and did not 
want, of being “his brother’s keeper” in this new world into which 
we have been projected against the wishes of the vast majority of the 
American people. The Government, in pursuit of this new rele, must 
look to our business community, because it is only our business 
community that can provide the productivity and only the productivity 
can provide the taxes. 

Mr. Barr. And the leadership, you might say, in extracurricular 
activities, such as charities and other things, community chests and 
the federated funds. 

Senator Benton. I certainly agree that the leadership is required 
at the private level as well as the public level. 
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Mr. Baer. Another thing that we have to see to is that taxes do 
not dry up the sources of funds for charities, because we support 
them mostly through private gifts in this country today. 

Senator Benton. America has been a business state. ‘The problem 
of the present crisis is to try to keep it from becoming what has been 
called a garrison state. 

Mr. Barr. That is right. 

Senator Brenron. It is our economic system that has undergirded 


our freedom in this country. That is why all my adult life I have so 
ps issionately believed in trying to maintain the maximum degree of 
freedom in our economy, of freedom and of competition. That is 


why I am for the smaller industries, and fear an industry such as the 
aluminum industry when there was just one company, and even now 
only three companies, controlling the prices and the productivity. 

Mr. Barr. I think all businessmen in general agree that that is bad. 
1 know that our business for over 140 vears has delivered and has 
thrived on competition. We have always had competition and we 
like it. It is a spur. 

Senator Benron. What are yvour leading products today, Mr. 
Baer ? 

Mr. Barr. Well, 75 percent of our product is the custom molded- 
plastic field—that is, the ‘rmosetting and thermoplastic products—and 
then about 25 percent of it is divided into contract meta! stampings 
and cindered metal products, ™ hich is to say mets al powder. 

Senator Benron. Did all of this evolve out of the button business? 

Mir. Barer. That is right. So, the button has shrunk into insig- 
nificance over the vears. 

Senator Benron. But you still make buttons? 

Mr. Barr. Yes; we still make buttons. Last year we probably 
made a half million dollars’ worth or so for the Air Force, Army, and 
Navy, and this vear—vyou will be interested in this, because I think 
it appeared in Kiplinger’s letter—we were wondering why we did not 
t any more button business. Tt seems that the Pentagon thought 
at it had $350,000,000 worth in storage, in the wav of clothing, 


hut instead it had $3% billion worth; so, consequently, there will be 


o button business for a while 
Senator Benron. That is one Washington story that I have missed. 
Mr. Baer, we are glad, on behalf of the Small Business Committee 


the Senate, to have had you here, and I extend the thanks of the 


ommittee to you, and my own congratulations to you on your 
thoughtful presentation 
You have contributed greatly to the hearings today. 
Mr. Barr. Than’ vou ; 
Senator Benron. Mr. Reisman, will you come forward, please? 


STATEMENT OF SIDNEY REISMAN, PRESIDENT, D. M. READ CO., 
BRIDGEPORT, CON 


Mr. Rersman. I will try to make this as brief as I can, and then I 
will be glad to answer any questions that vou may have 

Senator Benton. Very well. Will you start out and identify your- 
self and your company, please, Mr. Reisman. tes 

Mr. Retsman. Iwill. Lam Sidney Reisman, president of the D. M. 
Read Department Store in Bridgeport, Conn. 
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Senator Benton. Is yours an independently owned store? 

Mr. ReitsMan. Yes, sir. 

Senator Benron. I thought so. 

Mr. Reisman. I am one of the owners. 

Senator Benton. And all of the ownership is here in Bridgeport? 

Mr. Reisman. Yes. 

Senator Brenron. It is a very old store; is it not? 

Mr. Remsman. Yes. I will give you that as I go along, Senator. 

Senator Benton. Is it a family business? 

Mr. Retsman. Yes. 

Statistics on the operating profits after Federal taxes in department 
stores are a matter of pub lic record. One has only to pic k up ‘the daily 
New York Times, the Wall Street Journal, and other responsible 
sources of information, to substantiate the grim facts. 

The D. M. Read Department Store has served the community of 
Bridgeport and Fairfield County for 94 years. It is an independently 
owned and operated business, ‘considered perhaps small business by 
the Nation, but larger in the State of Connecticut. 

As me! nbe rs of the Nations i Re tail Drvgoods Associt ation, we were 
asked very recently to submit our operating results for 1951, along 
with thousands of other department stores in the Nation with annual 
volumes of over $1 million. 

The computed figures of all these stores revealed that net profit 
after taxes declined to 1.4 percent in 1951, as compared to 2.9 percent 
realized for the same period of 1950. 

This amounts to a drop of more than 

Senator Benton. That is for the whole of 19 

Mr. Reisman. Yes. 

Now, this amounts to a drop of more than 50 percent in retail 
profits after taxes. Our contribution to that sorrowful picture 
represented a decline of 31 percent in net profit after taxes. 

Senator Benton. Are your statements published? 

Mr. Reisman. No. 

Senator Benton. Is the approximate size ‘of your retail volume an 
inappropriate question for me to ask of you? 

Mr. Reisman. No; I don’t mind answering. We do around 7 
million dollars’ worth of business. We are, I think, the second 
largest store in the State of Connecticut. 

Senator Benron. Fox is first? 

Mr. Reisman. Yes; Fox is first. 

Now, I am not one of those who believe that Federal taxes per se are 
responsible for all our ills, but its cause and effect is of vital concern. 
Being an independent voter, as well as an independent shopkeeper, 
and speaking as an individual American, | will gladly pay all the taxes 
that are needed for the defense and security of our country; yes, and to 
he Ip our allies to he ‘Ip themselves so that the free pe ople s of the world 
may help us keep the peace. 

We protest paying taxes for Federal projects which are sheer waste 
on the face of it. 

We protest the waste in Government which was so clearly revealed 
by the Hoover report. I do not pretend to know, nor can I speak with 
any authority, on how much of our taxes should be allocated for de- 
fense or foreign aid. I am willing to leave that to you gentlemen in 
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Congress who are better qualified to examine the budgets with infinite 
care and scrutiny. 

We do have, however, broad experience as retail merchants, and 
know that Federal funds are being wasted by a lot of bureaucratic 
formulas which have adversely affected our net profits, and which 
could have been avoided. 

Let’s take the Office of Price Stabilization as one example. 

We are not opposed to Government controls on critical materials, or 
on commodities which in any way endanger our economy or our 
national security, but why controls on everything at a time when our 
productive capacity exceeds demands? 

Let us look at the costs of administering OPS in our business alone. 
We are law-abiding businessmen and, right or wrong, we obey the laws 
of the land at all costs—in this case it was $15,000 to accumulate the 
data which OPS required. 

How many man-hours it has cost us to maintain it since its inception 
we do not know—we did not want to incur further expense to find out 
but it is plenty when one considers that our department managers, 
supervisors, and clerical force must check OPS files for verifications 
every time an invoice for merchandise enters our store. 

We carry over 200,000 different items, which will give you some idea 
of the costs of the administration of a law which is today so obviously 
unnecessary. 

We say that for protection against inflation have stand-by controls, 
if vou will, which can be slapped on overnight in case of a national 
crisis, but no more than that. 

OPS regulations have further contributed to our profit decline by a 
downward trend in mark-on, coupled with upward pressure of mark- 
downs, and cost absorption, all of which lowered the gross margin; 
then add to th: at the upward movement in store-operating costs 1n all 
major expense classifications, and you have the answer to the sharp 
decline in pro. | ahaa’ taxes 

The end result means less capital for expansion, for improvement, 
for research, for a better life for our family of emplovees, for all the 
things that made our country the greatest industrial country in the 
world 


Prices on nearly every item we sell in our store have gone down 
this past Vi auras compare d with 1950. There is a God-given agency 
which costs nothing to administer that was responsible for that, and 
it is called the Jaw of supply and demand. Let us keep it that way 


as long as our great productive capacity can fill the needs of our 
civilian and Government needs 

I thank vou 

Senator Benron. Mr. Reisman, vours is a most interesting and 
informative statement. I am a member of the Banking and Currency 
Committee of the Senate 

Mr. Retsman. Yes, I know 

s or Benton (continuing). And you will probably be interested 

ily last week, Governor Arnall, who has just been 

sworn in as chief of the OPS, assured the committee that he was 
going to clean up and get rid of a lot of these forms which are costly 
to all businessmen and which can make it necessary for them to have 
a law firm paid by the year, and other such expenses, just for dealing 
with the Government 
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This whole subject is now under review by the Banking and Cu 
reney Committee as we conduct hearings looking toward the aan 
of another Defense Production Act. 

Mr. Retsman. I know that there was one that we just received 
from Washington that was eliminated, but why it was ever put in 
in the first place, I don’t know. 

We got a questionnaire about 6 weeks ago asking us to give a report 
to the OPS on the number of departments where our margin was 
increased over the previous years. They did not ask for how many 
went down, just those that went up. 

To me that was a complete waste of money because, as it happens 

had 12 that went up, and 37 that went down, but they did not 
want to know about the ones that went down 

But going through all our records for that, and causing us all that 
trouble, then after they got it, 24 hours later they said they didn’t 
need it, that it was a mistake, or something like that, | don’t know. 

Senator Benton. There are two factors that have been of principal 
concern to the members of the Banking and Currency Committee 
on the whole subject of changing the Defense Production Act toward 
withdrawing from the administration the power to control prices. 


This change is being advocated bs many trade assoc en The 
first is dian incident which could precipitate another big buying 
wave, such as that set off by Korea. There is complete incertainty 


as to what could happen tomorrow, next week, or a month from now 
in some other part of the world that might catch fire with our own 
people and start our housewives again stocking up even on sheets 
or other of these items that now seem to be soft 

This uncertainty about our ability to foresee the future makes 
many of us in the Senate reluctant to take away from the adminis- 
tration the power to control prices. It makes many of us prefer to 
retain the power, but by administrative action sweep out a lot of this 
paraphernalia, unnecessary forms, unnecessary supervision, and so on. 

The second factor, of course, is that one cannot distinguish between 
price control and wave control, The Government cannot ask the 
labor unions to cooperate on wage controls unless there are techniques 
ivailable to control prices. Our laboring people and our labor 
unions —~and | am with them on this—are not going to have their 
wages held down by the Government unless the Government also 
holds down prices. They feel that they cannot have their wages 
lrozen and prices going up. I don’t believe any union labor leader 
who took any other position could hold his job. 

Mr. Reisman. There re ‘ally isn’t any way to control, is there? All 
you have to do is to ask for it and you get it? Is there really any 
wage control? 

Senator Benron. That does not happen to fall within the subject 
of our hearings today. Come and see me about it sometime 

Mr. Retsman. | am not an expert, and the thing, Senator, that 
you said so well and we have heard this morning, is that the end 
result in any business in our country is that you have so little left 
of working capital to plow back into your business for expansion, 
improvement, and for all kinds of things that ought to make our 
businesses better. 

Senator Benton. What do you think causes vour 50 percent drop 
In profits? , 
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Mr. Retsman. Oh, the OPS made a heck of a difference 

Senator Benton. Isn’t it only partly due to not permitting price 
rises 

Mr. Retsman. Yes, and the absorption, and it has caused in most 
department stores in the country somewhere between 8 and 9 percent, 
it has caused an 8 or 9 percent drop in gross margin, and you have to 
absorb the increased freight rates of all goods coming in. 

Senator Benron. You have higher taxes 

Mr. Retsma.x. Yes, increased express, increased postal rates 

Senator Bexron. If you took your operating profit before taxes 
which some people deny is a yardstick, but which I often think about 
in my own businesses, vou would not have a drop of as much as 50 per- 
cent because, I assume, your taxes were higher? 

Mr. Reisman. Yes. Well, our profits went up before taxes, and 
our volume went up, but as was said this morning the increased 
volume 

Senator Benton. Your 31 percent is largely taxes? 

Mr. Reisman. Yes, largely taxes. The taxes played a major 
part in it, but a lot of it was the other stuff, the operating expenses, 
and so forth 

Senator Benron. Mr. Reisman, | know your store in my home, 
because I hear it talked about. I live only 5 miles away. 1 know 
its name and high reputation, and so forth, outside but not the inside 
of its business operation. My familv is often in your store. I am 
glad to have had this chance to meet vou. [am grateful to you for 
coming before us with your statement today 

If you have anything further that you want to submit to be in- 
corporated into the record, if you will just send it along we will be 
glad to do so. 

Mr. Retsman. Well, these were just a few brief words, short and 
sweet. I don’t think I could say anything more, except to give you 
a lot of boring statistics, and I know you don’t want them. 

Senator Benton. Sometimes we have to turn ourselves to statistics 
in our efforts to guess what may lie ahead of us. 

Mr. Reisman. I will be glad to give you anything else you might 
want. 

Senator Benton. Thank you, Mr. Reisman. 

Now is Mr. Harry Rishor, of Bridgeport, here? Have I correctly 
pronounced it? ; 

Mr. Frencu. That is a correct pronunciation of his name, but 
he is not here. 

Senator Benton. Very well. Has Mr. Peisch come in? 

(No response. 

Senator BENtToN. Now about Mr. Seott, of Wallingford? 

I know that Mr. Sullivan, of Stamford, is here. 


STATEMENT OF JOHN F. SULLIVAN, PERSONNEL CONSULTANT, 
STAMFORD, CONN. 


Mr. Sutitvan. Senator, I would just like to say a word, I wanted 
to sav one thing to vou, first, Senator, and that is that vou once 
defined small business as an organization that does not have a Wash- 
ington lobbyist 
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Senator Benton. I am glad that there is somebody around who 
still remembers that I was the originator of that description of small 
business, at least I think I was. 

Mr. Sunttivan. I represent 

senator Brenron. It was on a radio program. 

Mr. Sutuiivan. I am in politics myself, at least part time, and ] 
always expect to get at least a glad hand from any clected official 
but when I went to your office we not only got a glad hand, but wi 
got the answers we were after. 

First I better tell you who Lam. JI am John F. Sullivan, and I an 
from Stamford, Conn. I am personnel consultant, and 1 know mm 
more about taxes than is necessary to fill out my Own mcome tax 
return 

I have about 10 clients who are in the electronics business. who at 
very small, and not all of them are in the exact position of this one 
that I would like to tell you about. 


I can tell you very briefly the history of one corporation, I think 
has been mentioned before, but I think it needs a solution. There 
a company called the Bransten Instrument Co., and it represents all 
the ideal virtues of a small business. Two men started out in Dan- 
bury in 1946 or 1945, I have forgotte Nn which, and they DOrroWw | some 
money from someb ody who had a little capital, They hired a couple 
of people, and used a garage for a workshed, and their home for ‘an 
office. They built a business in Stamford, doing very well and profit 


ably, and they now find themselves in the position where every virtue 
of frugality and common sense and cautious management is working 
against them, so far as we can see, in the tax law 

I have some figures that I wrote down, and 
come, at this particular time. 

Their net profit, before taxes, would be somewhere in the neighbor- 
hood of between $50,000 and $60,000, rou ehly , and as the business 
manager of the corporation put it to me, and I bought into this 
problem because we were trying to figure out salary programs, I find 
officials who are largely owner-manager say, “Well, you have got to 
think about the tax situation. I am a stockholder in the corporation, 
1 am an officer of the corporation,” and so forth 

Now, here is a corporation that cut down its investment and has not 
invested extensively in plant equipment, and has kept its salaries 
below the salaries of the people who work for them, and between the 
combination of the tax law and the salary regulation, they find them- 
selves in a position where they are seriously thinking about selling the 
business, which is doing very fine, and employs 12 people, just because 
it no longer really pays. It certainly does not pay to expand on the 
first $25,000 of income. 

Senator Benton, In that case why would it pay anybody to buy it 

Mr. Sutnivan. It would pay them to sell it. It is a business, 1 
don’t know what the actual investment is, but it is relatively small 
and it is now employing 12 people, and it is earning over $60,000 a 
year profit, before taxes. 

I presume, therefore, that if somebody else went out and financed 
their corporation, which then becomes part of the capital structure, 
that it could be in a nice position until the next sale. 

When they first talked, I thought they were kidding. They said 
that the principal man in the corporation said, the engineer says, “‘] 


I 


iat is Why I asked to 


) 








5S TAX PROBLEMS OF SMALL BUSINESS 


want to sell this thing.’’ I said, ‘‘You have got a wonderful thing here. 
You are in business for yourself, and what more could anyone want?”’ 

He said, “I can go out and sell the business, charge it off at 25 
percent capital gains tax, and I can work for somebody else and let 
somebody else worry about it.”’ 

On the first $25,000 of income his tax is 27 percent, roughly, and 
for $32,000 it is $2 percent, and then it goes to 89, and when you add 
the State of Connecticut tax in the second bracket, that is the one 
that causes the problem, and you are dealing with 15-cent dollars, 
whether it be terms of paying vourself or other stockholders a profit 
or buying a piece of equipment, you have to carry all of those repre- 
sentative 15-cent dollars, and they became quite a large risk. 

I said there, “What do vou think ought to be done?’ Two or 
three other people made some suggestions, and I would say apparently 
this original $25,000 bracket was not designed for small enterprises. 
I presume that; I am not “a about that, but I do not believe it was 
designed for them. TI think, like everythi ing else, the dollar does not 
mean as much as it once did. It is imposing artificial barriers, and 
it pays to be very small or very big, but it doesn’t pay to go up that 
one step. Your profit returns are very small and your risk is very 
great. 

Several people with whom I have discussed this problem are people 
who are owner-managers, and we would rather have the tax rate 
start somewhere and continue, so that we know where we are, or else 
graduate it, like personal income taxes, the smallest one pays the 
smallest tax, the biggest one pays the biggest tax. 

This represents no problem to corporations of $500,000, but what 
happens to the little fellows in the $30,000 bracket? It gets averaged 
ut, but when you say, ‘With a little more effort I can get from earning 
$25,000 to $50,000,” then you look at the tax, and vou think that you 
can maybe get 15 cents and that vou will pay it out to the stockholders, 


and you are a stockholder vourself, and you have to pay on that in 
personal income tax, and then I pay some more out, and maybe [ 
might get 7 or S cents out of it. [ have seen it operate. 

I have seen labor organizations come in and say, ‘‘Why argue 
about our wages? It doesn’t cost you anything.”’ 


| was very entertained about a vear ago, entertained or shocked, I 
don’t know which, but I just got another client and I was very happy 
about it, and I took the president and the vice president out to lunch. 
The bill was around $10 

Now, I always make it a point to take out a client at least once for 
lunch, and lo I got through paying the bill the president of the firm 


‘You did not take us tolunch.”’ He said, “‘ You took Uncle Sam to 
h for 85 percent of the bill.”’ 
That is the point I am getting at, to the very small enterprise this 
artificial hump in this second tax bracket makes no sense. 


I just sav to vou that it ought to be leveled off or graduated, but it 
certainly puts an interference or stumbling block to anvene who is in 
that positio! 


senator By NTON. What is the notch figure? 

Mr. Dockeray. That is gone. 

Senator BENTON l complained to Senator George about it, and I 
, and I thought we had gotten rid of it. 


+ } r 


a. 
talked to him abo it 
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Mr. Dockeray. You did, under the 1950 act. 

Senator Benton. Here is the first time today that Congress seems 
to have been ahead of a witness. 

Mr. Suuzivan. I don’t believe I am wrong on that. 

Mr. Dockrray. He is commenting about the fact that the first 
$25,000 would be 30 percent, and then the next one would be 52 per- 
cent. 

Senator Benton. He said 82 percent. 

Mr. Dockeray. He is adding on the excess profits tax which may 
or may not apply to your men. 

Senator Benton. Your excess profits come in there? 

Mr. Suuiivan. That is right. 

Senator Benton. We have gotten rid of the notch applied to the 
straight tax. 

Mr. Dockreray. That is right. 

Mr. Suuuivan. I tried to read the law and understand it. I used 
to know something about it, because I used to work for the Commerce 
Clearing House. 

Senator Benton. This notch used to operate, before we had the 
excess profits tax, so that a corporation earning between $25,000 and 
$50,000 was paying 53 percent on part of its earnings, when the cor- 
porate rate was only what? 

Mr. Dockrray. Thirty-eight percent. 

Mr. Suutuivan. Well, it operates on the basis, you have $25,000 
exemption on excess profits tax, provided you are in this or that kind 
of a corporation. Now, you have a tremendous number of  busi- 
nesses 

Senator Benton. Then came the excess profits tax. We do not 
have that notch trouble any longer on the straight tax, but do we 
have the old bogy again, this time in the way of excess profits tax 
application? 

Mr. Dockeray. It is not a notch. It hits him all of a sudden 
when he passes $25,000, because the $25,000 is not a credit; it 1s a 
minimum exemption. 

Senator Benton. I see. 

Mr. Sutiivan. Well, as I say, that exemption ought to be widened, 
it should be leveled off somehow. 

Senator Benton. | think you have a valid point there. 

Mr. Suntuivan. This 5-year point, and again I speak with some 
trepidation, I am so happy not to have to know anything about 
taxes—except to know enough how to take care of my own report. 

Senator Benton. You must have a most extraordinary business, 
if vou don’t have to know anything about taxes. 

Mr. Sutuivan. My own taxes, I can handle, but I don’t want to 
get into corporation taxes and make all the accountants mad at me. 

Now, you have a base where you pass the 5-year mark as a cor- 
poration, and it makes quite a bit of difference in the way you figure 
out you have taxes. 

In this particular organization that was mentioned to me, we are 
not a new corporation, we are more than 5 years old, and 1946 happens 
to be a very significant vear for the starting of a new business. because 
an awful lot of us came out of the service, and particularly in this 
field, and | know that I can name five organizations In Stamford 
alone, all of whom probably started right on the button in 1946. 
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Senator Benton. I am personally glad to have had an old friend 
come up from Stamford for this hearing. 

I told the Senate yesterday that I could not stay in Washington 
to vote today because I had my constituents and friends coming to 
testify at a hearing that had been scheduled long before the vote was 
contemplated. I am glad that you are here as one of my friends to 
bear out my statement. 

Mr. Suuiivan. Well, I feel some embarrassment in even talking 
about taxes. 

Senator Benton. I properly understand Dr. Dockeray, your sug- 
gestion should be 9 dinto. We appreciate your testimony. 

Senator Benton. Now, Mr. Schmidt, if you will come forward, 
Please. 


STATEMENT OF WARREN SCHMIDT, PRESIDENT AND GENERAL 
MANAGER, CITY PLATING WORKS, BRIDGEPORT, CONN. 


enator Benton. All right, Mr. Schmidt, give us vour name and 
whom vou represent and then go ahead. 

Mr. Scumipr. I wrote these notes during the noon hour since I did 
not have time to work on a more comprehensive report, so I will have 
to talk on an impromptu basis rather than read a carefully prepared 
report. 

My name is Warren Schmidt, and I am president and general 
manager of the City Plating Works, Inc., 66 Pine Street, Bridgeport, 
Conn. 

Senator Benton. Do you own the company? 

Mr. Scumipr. My wife and I own the controlling interest in the 
company 

[ am a licensed engineer in Connecticut, ani e have been for 16 vears, 
and 1 am a member of the Southern Connecticut Tool & Die Manufac- 
turing Association. 

Incidentally, as to that group, I watched them suffer during 1948 
and 1949 as | was suffering at that time also. 

Senator Benron. Were you here for the testimony this morning 
by Mr. Moore? . 

Mr. Scumipr. Yes. IJ am also a member of the Boston Small 
Business group, and bave been for, I believe, over a year. 

Il am aiso a director of the new smail-business group that I hope 
you hear a lot about, and I hope we all hear a lot about it in the future. 
Its name is the United Action for Small Business, and its address is 
New York City. Its general chairman, Mr. Herbert Barchcff, is 
president of the Eastern Brass & Copper Co., and he has encouraged 
us to speak before our chamber groups, and also before groups such 
as this on our problems 

Now, | right say just a few words about that group, because | 
would like to see it get a good start. 

First, it is a new small-business group being launched Monday, 
March 24, so far as advertising goes, by means of a full-page ad in 
the Times. 

Now, there are about forty-some-odd of us who are paving $6,000 
for that ad out of our compan es’ funds. That includes membership, 
and we hope to get some of it back. 


3 
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The constitution and bylaws follow the National Association of 
Manufacturers bylaws, and we spent considerable time in New York 
City working upon that constitution and bylaws, and I want to tell 
you the spirit of those fellows is O. K. to start. 

Now, what they will do in the future is another question. 

Next, the purpose of this group is to promote small business on a 
national scale, and to cooperate with other small-business organiza- 
tions and ne groups, such as the te ol and die sho} Ss, and 
the like of tha 

We believe shea Washington is interested in saving time by dealing 
with majority ee as are the district offices— provided, of course. 
they use the right reasoning and methods in arriving at their decisions 
We don’t believe that thes want us to talk to a number of small 
groups; they want to know how many members you have, how many 
vou represent , 

Now, my company, the City Plating Works, was established in 
1921, and after 16 vears as an industrial engineer, and superintendent 
with the General Electric Co., I resigned and with another partne: 
I bought a rundown company that has been located always in 
sridgeport, in several locations 

Senator Benron. What does the City Plating Works do? 

Mr. Scumipr. 1 beg your pardon. I will be right to that in a 
minute. 

From 1941 to 1946 it was a partnership, and in 1946 I purchased 

! 


it from my partners, and it has been a closed corporation to date. 
The book value is approximately $160,000; the replacement value 
is over a quarter of a million eo 
I base that upon my industrial-engineering experience. Its forced 
sales value, unfortunately, would bie very little. We have tanks and 


equipment that we build ourselves. Our maintenance men are skilled 
in lead burning, so these tanks are practically worth nothing if you 
were to try to dispose of them . 
As to the generator sets: yes, they are of considerable value, but 
the rectifiers, et cetera, very little 
As to the type of business, it is a jol b-p!l ating shop employing be- 


nm } 1 | : 
{ we feel, WW ith about SO of the ioeal manutfac- 


tween 25 to 50 pe Op le, “Arm 
turers 2s our regular customers, that we are a very cood barometer of 
business conditions, because we deal with a diversified list of mat 
facturers. 

We are special lized in tools, dies, molds, and we do work up to a ton 
in weight and 11 feet inlength. It is quite a specialty fleld, when you 
get into work that heas vy. 

That type of work, industrial chrome plating, is about half 


i 
_ " +} } chi tf te ees ’ : } “- t1¢ hr : 
sates, and the other half Is copper, Ze, ChamiimM, decoracrive chrome, 


our 


silver, very little gold, tin, lead, brass, black finish, and work of that 
nature 


I might just mention, just to digress for a minute, regarding nickel 
That meta! shortage has affected the entire list of platers and manu- 
facturers ta the United States, because for some reaso: , althou wh it 
Was 2 vitally critical metal in the First and Second World Wars, still 


we find when we came to this 2eEW fens pe riod or third world wat 
or whatever you want to call it. that we avs 1 were not protected by 
an adequate supply. 
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I know that International Nickel is a Canadian-owned corporation, 
but still we work very closely with them, and feel that the United 
States were the ones who have caused the present nickel shortage, ac- 
cording to the Fortune article of this year. 

There is very little known about nickel, only what International 
Nickel wants to give out, there is a very meager description of nickel 
in that article and it showed that we did discourage the International 
Nickel Co. in creating surplus stocks. They forced their prices down 
so that a company in Cuba closed up. Now, that was a very minor 
competitor of theirs, and I believe there was one also in France. 

Now, some competitive nickel-producing companies are trying to 
get started again. In the last war we had to shut our nickel tanks 
down without warning, and 2 years later we got paid for the nickel 
anodes. The solution we let drain off. 

Certainly a metal used in armaments, the way nickel is, should 
have been given more consideration than it was, even though it was 
an international company and another nation that handles the control. 

Now, the other half of our business, other than hard chrome, is in 
general plating, because we cannot support our business with just 
hard-chrome pl: ting, we have a certain high overhead in this line of 
work, and there isn’t enough business in normal times to become just 
a hard-chrome specialist. 

Over 50 percent of our sales work—in fact, a month ago it was 
actually 67 percent—is on defense work, most of which carries a high 
priority, because it concerns machine-tool parts, tools, dies, and so forth. 

We do work for Mr. Moore of Moore Special Tool Co. and companies 
that are the so-called bottlenecks of the industry program today. 

Now, our problem is that we don’t need money, we don’t want 
to borrow money, but we do need a building addition. The complete 
cost, including drains, and the lighting, and so forth, but not including 
a new heating plant (because our present one was planned large enough 
for it) would cost approximately $20,000 complete. 

Actually, the building permit calls for $6,000 as of 1949. 

Now, this building would replace temporary sheds. For example, 
we have a shed that houses expensive motor generators, sets, and 
rectifier equipment, and in that same shed we are housing a heating 
plant. 

Then we have another shed that houses our maintenance, and our 
maintenance men also work in there sometimes. Two or three men 
are trying to work in there. 

Then we have a third shed for incoming and outgoing material 
and we rent part of the space of a roofing concern next door for our 
stock. 

We are considerably handicapped by those temporary structures. 

Since we operated at a break-even point during 1947, 1948, 1949, 
1950, and 1951, when we had to keep improving our equipment in 
order to stay in business—my directors could not understand that, 
they would say, ‘Why do you take and change your equipment like 
your cadmium to zinc, at a time when vour sales are dropping?” 
They could not understand it. I think they understand it a little 
bit better now. 

Now, we have other problems to worry about——— 

Senator Benron. I will sav that vou are not persuading me that 
I want to go into vour business 








TAX PROBLEMS OF SMALL BUSINESS 63 


Mr. Scumipt. Well, the job-plating business, like all job businesses, 
including job-machine work, have funadmentally the same problems 
and the man that spoke on foundries and foundry equipment, he has 
a similar problem. 

Now, we are operating, however—and this is the astounding part 
of it—at a $48,000 paper-profit rate. Our tax rate on the first $25,000, 
our accountant savys—we have a shop accountant, but like most small 
companies we also hire an outside certified public accountant; he 
also handies 55 other companies in this area—now he informs me the 
first $25,000 would be taxed approximately 35 percent, and on the next 
$25,000 it would be 84 percent, because of the fact that we did not 
make sufficient profit in those other vears. I do not understand too 
much about that. lamnotatax expert. Jam an industrial engineer. 

The directors, my wife and I, are in the 33%-percent bracket 
Therefore we would actually get on any amount taken out in the 
excess-profits-bracket dollar actually about 10 cents, if mv figuring 
is right. 

Our first $25,000 profit, would be paid out as follows, and these 
figures are just approximate; 

Interest and principal on one-fifth of directors’ series of annual 
notes-——-Dun & Bradstreet recommended and others also that we 
lump our debts since we are a closed corporation; remember this is 
venture capital that was put into the business—-we split those notes 
payable to directors over a 5-year period. 

Now, if we meet that first note November 15 of this year, we will 
take out approximately $7,000 principal and interest. We cannot 
take out more than that. One of the directors wants to take out 
more, but if we do we are in that terrific tax bracket of 84 pereent, u 
our accountants are right 

Now, on capital investment, assuming we pay about what we did 
in the past, that would run about $10,000, and that inclides $3,300 
for a $9,900 new motor-generator set that we are liquidating over a 
3-vear period. 

The one-third on the generator set is on 5-percent notes this vear 
and another third on 5-percent notes next veur, so that may sort of 
even our burden a little bit on this capital investment. Then if I am 
right the Federal, State, and city taxes will run about $8,000, so there 
is our first $25,000 accounted for. 

Now, here is another fact that probably many small businesses like 
ourselves are faced with. We did $180,000 worth of business in 195] 
That is just an approximate figure. It was a little more than that. 

At the present time we are producing at the rate of $240,000 annual 
sales. Now, that could very readily be increased, without any major 
expenditures, other than hiring the help, using our trained men as 
leaders, and with the building addition. We could produce $500,000 
with the more efficient building, which would make room for a more 
efficient operation on so-called production jobs, which are compara- 
tively bulky. 

Mind you, our four directors including my wife and myself have 
never received 1 cent from our venture capital. They have certaimly 
been patient. Of course, they have not lost money, either, in this 
way, that their venture capital has drawn interest, but it is not com- 
pounded interest. 

Tax and depreciation rates discourage taking on more than one- 
third of our actual capacity. 
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Now, we have the plans and specifications for this structure and, 
incidentally, we would put it up ourselves. Our own maintenance 
men would do most of the work. 

We had a building permit, and we allowed it to expire in 1949, be- 
cause of the slow business in this area. ‘The permit at that time was 
for $6,000, and when I say it would cost $20,000 now, I mean that 
costs have increased considerably, and also we would partially equip 
the addition the first year and the second year we put in heating and 
lighting and things of that nature, which might bring the cost up to 
$20,000. 

Thank you. 

Senator Benron. There may be some questions. Just wait a 
moment. 

Yours is a very sincere, straightforward, and to me enlightening 
statement. You have given us with vividness the details of the 
problems of a small-business man. You have perhaps done this even 
more graphically than our previous witnesses. 

Mr. Scumipr. Well, when you sleep with it, you sometimes re- 
member it pretty well. 

Senator Benron. You give me the impression of a man who, when 
he talks about his own business, certainly knows what he is talk- 
ing about. 

Mr. Scumiptr. Well, you have to be an engineer to enjoy that type 
of business. 

Senator Brenton. I leaned over to Mr. Stults and I said, ‘Here 
is the case of a man who owns his business with his wife, and runs it 
himself, and he has got all of his money in it, and he is trying to 
figure out whether to put some more money in or not.” 

Mr. Scumiptr. My wife helps me run iit, too. She is also a director. 

Senator Benron. She works in it? 

Mr. Scumiprt. I feel that if anything happens to me she could 
probably manage it by getting the right type of executive help. 

Senator Benton. That makes yours even more of a good typical 
case story. 

I am grateful to you for contributing it to our record, 

I don’t know what the answer is on the problems you pose. 

We had before us this morning Mr. Douglas who very brilliantly 
pointed out where the excess-profits taxes have worked out unfairly 
to a new business, and you have now pointe d out very graphically how 
they work out very unfairly to an older business. 

1 don’t think that we will find anybody standing up here and 
supporting such applications - the e xcess-profits tax. 

Now we have Mr. King he Mr. King represents the Naugatuck 
Valley Industrial Council. Mr _ King, I think vou had better tell us a 
little bit about what the council is, for the purposes of our record. 


STATEMENT OF HENRY T. KING, COUNSEL, NAUGATUCK VALLEY 
INDUSTRIAL COUNCIL, WATERBURY, CONN. 


Mr. Kine. My name is Henry T. King. I am counsel for and repre- 
sent the Iwaugatuck Valley Industrial ¢ ‘ouncil, which is the industrial 
association in western Connecticut and has approximately 155 manu- 
facturers, including, the great majority of them, small business within 
its membership. 


: 
) 
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We have a large number of screw-machine shops in Naugatuck 
Valley, plating shops, tool and die manufacturers, all of whom are 
primarily small business. 

We have watched these businesses grow from an over-all standpoint, 
and we nursed them into existence wherever possible, and then 
attempted in every way to see them through the controls that the 
Government has imposed at the present time, as well as through the 
ins and outs of the tax laws. 

There are a number of features of the present tax set-up that I 
would like to comment on very briefly a little later on in my 
statement. 

However, there is one thing which I would like to comment on, 
which is related to but not part of the tax laws, and it is related to 
administration rather than legislation. 

However, I think that this is the forum to bring it to the attention 
of, to the attention of yourself, Senator Benton, and the committee 
as a whole. 

I found that one of the major concessions that any business can 
obtain at the present time is a certificate of necessity, that is, the 
opportunity to write off in 5 years’ time a building or a piece of 
machinery. 

Senator Brenron. The certificate is only helpful to them if they 
can get the money. 

Mr. Kine. That is right. In many cases where they have had an 
abnormal profit picture during war years, or at the present time, and 
have had a subnormal profit picture during previous years, the 
attractiveness of a certificate of necessity is very much magnified. 

[ have found in the course of handling certificate of necessity cases 
with NPA that small business is at a disadvantage, perhaps by virtue 
of the nature of the operation of a certificate of necessity, but also 
from other standpoints. 

One of the difficulties in connection with obtaining certificates of 
necessity for a small business is the fact that it is more difficult to 
show that a necessity exists in the case of a small manufacturer than 
in the case of a very large one, because his impact on the industry, as 
a whole, and on the defense effort is considerably less. 

Everything I say here today is born of concrete experience in cases 
that we have handled through the office and other agencies, through 
your office and other agencies. 

In other words, one of the things that I would like to call to the 
attention of the committee is the fact that from that standpoint, while 
larger companies are obtaining certificates of necessity, small business, 
to a considerable extent, has not been able to obtain them from that 
standpoint. 

Senator Brenron. It is not only that they have not been able to 
obtain the certificates, but often they have not even known about 
them and have not had proper representation. 

Mr. Kine. That was to be my second poimt. 

Senator Benton. The proper representation to get them. 

Mr. Kina. That is right. 

Senator Benton. Many small independent men came to my office 
oget help. When their cases seemed legitimate, we have given them 
virorous assistance mW helping them ret certifieates of necessity. 
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We have usually found the officers in charge receptive to the appeal 
of the smaller independent manufacturers. 

Mr. Kine. One of the difficulties—that was my second point in 
connection with this matter of necessity— 

Senator Benton. At first they were badly out of balance. Too 
many of them went to the big corporations. I suppose that is still 
true. 

Mr. Kina. That is right. 

Senator Benton. They were overwhelmingly out of balance. That 
may further intensify the growing concentration in our economy, 
which is naturally speeded up by the defense effort where the big 
companies know their way around. The big corporations have their 
Washington lobbyists, and they have their law firms, they have the 

capital, and they move in and get the certificates, while the little 
fellow often is not sufficiently courageous, alert enough, or even in- 
formed. 

Mr. Kine. There is another point that is interrelated 

Senator Benron. But the Government agencies, I think, in the last 
12 months particularly, and after many Senators spoke to the wit- 
nesses about favoritism toward the big companies—I think the 
Government representatives have been more conscious of the problem 
and have been trying to do better by the smaller companies when they 
can find them. 

Mr. Kine. | would agree, to this limited extent, Senator: I think 
in some instances the original application for a necessity certificate 
was denied because of improper presentation on the part of the small 
manufacturer, or improper documentation of the case. 

Where the denial has been made by NPA, as in a specific case, or ¢ 
number of specific cases I have been talking about, then it is very 
difficult to get that denial overturned. 

However, in new cases coming up at the present time, what you say 
may be generally true. 

However, in the case of a small manufacturer, the chain of contact, 
or the chain of causation between the smali manufacturer and the 
moving forward of the defense effort, is more difficult to show in 
those applications. 

That small manufacturer, if he is a tool and die shop, may be 
supplying a number of larger manufacturers. 

Senator Benton. That is a good point. 

Mr. Kine. Therefore, our documentation has been more difficult. 

Senator Benron. I agree with that, Mr. King. 

Mr. Krxa. And thirdly, I would like to emphasize your comment 
that in many instances small manufacturers have not been fully 
aware of the existence of these certificates. 

Senator Benron. Or they are suspicious of the Government, they 
don’t like to get mixed up with the kind of unfamiliar problems they 
face when they go down to Washington. The problem is partly 
antipathy 

[ must say I have plenty of antipathy myself on this subject, so I 
am very sympathetic with the fe llow who prefers staying away from 
Washington as far as he can, but if he wants a certificate of necessity, 
that is where he had better go for i 
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Mr. Kine. There is this element in the situation: In manv instan- 
ces, the small manufacturer has not had the capital to expend on that 
type of representation. 

Senator Benton. That is also true 


Mr. Kine. Getting the certificate fram the bottom of the pile to 
the top of the pile at NPA is quite a task in te: ol, as we call it 
“bird dogging,’ that Is necessary in that tvpe of situation. 

Senator BENTON, Yes; that is where the Senat and Congressmen 
can sometimes De if mately helpful. 

Mr. KIN And your office has beer ost hel imber o 
pe Ce 4 \\ h \ hy a 

| Suga th | thie rei¢ nee to the cet i { } 
hy ‘ eC] tion h mall Manulactul QO i otal 
DI ure 1 cel t tre 1. laws IS ACAINSLE Lhe la Cr 3 

Nov j would li] »] uke certain briel com ( | \ Lit ( 
them ve \ riot 

| merely Vant to COrad OUP Ol ranuzation’ I) ( i I 
1 Oo} i} presen LN iF \ 

(one, We believe lh GOTre flexible a p) | i i Cit Li 

: ; ; — ‘ 
income tax iaw, that 1s, more flex1b! dep CCLALLON Provisions. We 


believe that the ope rator of a business hould be given a much latit 1de 


as 1s possible as to how fast he should depres late purchases of capital 
equipment. 

Secondly, in order to increase the amount of venture capital avail- 
able, the amount of capital that is available for expansion of business, 
we believe in the elimination, if possible, of the present system of 
double taxation of corporation dividends 

Thirdly, we believe that for the small manufacturer the present 
tax law and forms should be simplified so far as is possible so that he 
can work and live with these tax laws. 

[ think that is all I have, Senator, I think that is all that I would 
like to submit 

Senator Benton. Mr. King, I congratulate vou on your presenta- 
tion, and I congratulate the Naugatauk Valley Council on its counsel. 

You are the thirteenth witness we have had today and our final 
witness 

| am crateful Lo all of these witne sses, ind Tam very proud of them 
because, with two exceptions, they are businessmen from our own 
State, and they are constituents of mine 

The papers have been excellent. The testimony has been highly 
literate and very temperate 

There has been no demagoguery here or dogmatism 

That is prettv hard to achieve in hearings of this kind on a sensitive 
subject in which emotions run as high as they do on the subject of 
Laxes. 

The testimony here today is a great tribute to our State. I have 
boasted on the floor of the Senate that I believe the State of Connecti- 
cut is politically as literate as any in the United States. Our testimony 
here from these 12 witnesses, I] submit, is evidence that this stat 
ment on behalf of my State is no exaggeration 

I am particularly grateful to the executive vice president of the 
Bridgeport Chamber of Commerce for his cooperation in arranging 
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the hearings, and to Mr. French of the chamber of commerce staff, 
to Mr. King whose testimony we have just heard and, of course, to 
the officers of the New England Smaller Business Association, from 
whom we heard this morning. 

I shall commend today’s statements to my fellow Senators on the 
Small Business Committee, and, through the committee, I shall com- 
mend them to other Members of the United States Congress. 

This testimony shows that there are many very important areas 
where our tax laws can and must be greatly improved, and notablv 
our Treasury regulations, in the interest of smaller independent 
businessmen. 

My lifelong interest in them, and now as a Senator, is not because 
they are small, not because they are independent, not because I 
want them to get rich, but my interest in them is because they are 
as valuable as any people we have in the United States to our economy 
as a whole. 

They are the men who keep the competition in our economy. 
They keep the price level down. Thev prevent the cartels and 
monoplies from developing. They keep our people from being ex- 
ploited. The smaller independent businessmen are the invaluable 
advance guard of the American economy. 

That is why I have fought for them in the past and shall continue 
to fight for them in the future. I shall do what I can to see that their 
interests are preserved and protected to the maximum extent pos- 
sible, in the interest not only of themselves but of the American 
people as a whole. 

I thank vou all for your attendance here today. 

(Whereupon, at 4:30 p. m., Thursday, March 13, 1952, the hearing 
in the above-entitled matter at Bri lgeport, Conn., was closed.) 
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FRIDAY, MARCH 14, 1952 


Unirep Srares SENATE, 
SUBCOMMITTEE ON T'AXATION OF THE SELECT 
COMMITTEE ON SMALL BUSINESS, 
Newark, N. J. 

The subcommittee met, pursuant to notice, at 10 a. m., in the City 
Council Chambers, City Hall, Newark, N. J., Senator Robert C 
Hendrickson presiding. 

Present: Senators Hendrickson and Benton. 

Also present: Walter B. Stults, assistant staff director; J. C. 
Dockeray, Director, Economics and Production Research Division, 
Office of Small Business, National Production Authority; and Betty 
Lasky, staff assistant. 

Senator Henprickson. The hearing will be in order. 

Gentlemen, the Senate Small Business Committee, or the Select 
Committee on Small Business of the Senate is indeed grateful to you 
and to the others who will come later, for the courtesy that you have 
shown us in taking off a few hours from your normal business activities 
to relate your experiences under the present tax systen which is 
giv ing all of us such deep concern. 

Our committee has scheduled these field hearings so that it might 
hear from those who seldom, if ever, are able to counsel us in Wash- 
ington, to those who do not testify before the tax-writing committees 
of the House and the Senate, and are thus largely overlooked in the 
drafting of tax legislation. 

We feel that your testimony will give us a valuable insight into the 
operations of the American economy during the emergency, and a 
vlance at the impact of high tax levies of the competitive, free enter- 
prise system we so rightly cherish. 

When T use the word “emergenev,’”’ I wonder whether we will ever 
be out of an emergency again, At any rate, we have got to find som 
way to treat with this tax problem if we want to continue under a 
free enterprise Ssvstem, the system that we have cherished over the 
vears, 

(At the outset, I am very happy to report, as a member of this 
Senate Select Committee on Small Business, that in all our hearings 


and all our meetings together, | have yet to see any sign oO} partisan- 
ship We have been fortunate in beme able to achieve unanimity 
in all our efforts to assist the smaller seements of our industrial 
system; as an example, [ am honored in serving as chairman of the 
Tax Subcommittee, even though I am a Republican serving in a 
Democratic Congress. That is rather unusual these days 

Since the outbreak of the war in Korea, our committee has devoted 
a major portion of its efforts to aiding small firms facing drastic produc- 


tion cut-backs because of material shortages. 
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In part, this called for a complete review of military procurement 
practices so that small business might be assured a fair share of 
defense orders—carrying with them guaranties for the use of scarce 
materials 

Although we are still maintaining constant vigilance in the materials 
field and in the field of military procurement, other longer-range 
problems increasingly concern us. The problem of high taxes, of 
course, is the outstanding example of governmental action which 
might conceivably wreck or seriously dislocate our entire mobili- 
zation effort through forfeiting the capacities of thousands of smaller 
produ ers 

In the committee’s annual report issued in January 1952, was this 
statement: 





Pax levels such as these are serious for business generally in that they restrict 
the to grow through internal sources and reduce both the capacity and 
the ess of investors to invest in new enterprises. This is especially serious 
for the smaller businesses because such concerns usually do not have the com- 
pensatory advantages which are frequently associated with large size. 


Furthermore, | want to say that the committee felt that the 
emergency excess profits tax imposed still further obstacles in the 
course of small business’ abilitv to survive and expand. I feel certain 
that there is no one in the room who can dispute our basic beliefs 
in these matters. 

Last August, during the Senate discussions of the Revenue Act of 
1951, the Smail Business Committee became interested in the plight 
of those recently established firms which had begun business after 
January 1, 1946. 

Earlier relief provisions had taken care of firms in operation before 
that date, but those needing the aid even more were overlooked. 

By working with the Senate Finance Committee and its ranking 
members—Senator George and Senator Millikin—we were able to 
incorporate language in the 1951 act which granted substantial assist- 
ance to some four or five thousand firms. 

I am rather proud of the fact that I was the sponsor of the amend- 
ment which accomplished that. 

Our committee feels that similar help is needed by other sections 
of industry and can be rendered by our activities. 

We invite your testimony upon such specific details of tax laws as 
they pertain to each of you, or to any segment of our business interests 
in New Jersey. 

I say that because I feel that we must work within a certain con- 
text—with an understanding that relatively high taxes are with us— 
and that no panacea for all our ills can be expected. 

Whatever we in Congress may do to curtail all nonessential expendi- 
tures, we will still be faced with the task of raising large amounts of 
money to pay for national survival and security in a threatened world. 

And the prospect for putting an end to such extraordinary budgets 
is still not in sight. 

For that reason, then, we of the Senate shall be most interested in 
your co.ns>l, in the relating of your experiences, and in the recitation 
of your re‘ommendations for amending present tax laws so that 
American business may not be unnecessarily impeded in its struggle 
to produce both military and civilian goods for the United States and 
for the free world. 
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Now, I realize, gentlemen, as you present your several cases before 
us this morning, that there is one very important answer to this whole 
problem of taxation, and I know you 1 realize it, and that one answer 
that I can give you is—less spending 

Now, I think that is the biggest answer, and I would like to say to 
you very frankly—and I try to say this with due modesty, but I am 
rather proud of the fact that I stand among one of 10 Senators who 
in this last session of Congress were accorded the honor DY the Counce 
of State Chambers of Commerce of being economy minded [ am 


‘oud of being econon inded. because eteinie nead son 
proud of being economy-minded, because we certainly need some 


economy in the Operallons of our federal Government 

Now, gentlemen, before we hear from the witnesses, | would 
to introduce our staff here this morning 

Mir. Dockeray is here from the Department of Commerce to assist 
us With any technical tax probl ms we mav have 


Vr Stilt } fw. | ’ re Dita ee 4 a 8 
Vt tults, who was formerly On MV personal stall in Washington, 


and who is now on the staff of the Small Business Committee. sits 
here at my right, still sitting by my right 

| think our first witness this morning is Mr. F. R. Steve presi- 
dent of the South Orange Trust Co 

Mr. Sterert. Shall I come up ther 

Senator HeNDRICKSON Well l think the mor nformal we mak: 


it the better we will all be 
Mr. Sreyert. Well, if vou would just as soon, I shall sit up at 
the desk 
Penawlol Ha NDRICKSON Yes Pha is Mh it LO have 
you here, and | appreciate 1b very mucn 


STATEMENT OF FRANCIS R. STEYERT, PRESIDENT, SOUTH 
ORANGE TRUST CO., SOUTI 


Mr. Steyert. This is my first appearance in a hearing, and I mus 
confess that | am not entirely famiuli with the procedure, but I did 
een a il little Statement, and, if it is agreeal O VO procedure 
i ill read it. 

Senator Henprickson. We are olad to hav ou present vour cas 


In your own Way 

I want to say this, before you start, t 
- tte That letter was very helpful, and we will incorporate that 

the record, with your permission 

Mr. Srryvert. | would be very happy to have you put it in there. 
Thank vou very much. 

Che letter referred to is as follows 


 ( 1 U}t NGI i kl Co 
Nouth ©) ( \ j Ji / 
Hor Re ( HENDRIC! an 
Ci? / a N rf Ne Ot / 
i} ng dD. ¢ 
Drar SENATOR HENDRI ee is d vo ‘ e tal 
fron e December 15 e of the United S In, | ‘ e be 
i have ee! subj ( ti] Lti¢ in VY OL l ( i b> \ i is 
mau vy and commerce 1 am also sending you a ¢ \ i letter | wrote or 
enuaryv 17 to Mr. R. B. Wiltse, vice president of the Federal Reserve Bank 
New York, in which I pointed out the oppressive and confiscatory taxation t 
which our bank is being subjected on its 1951 income 
The matter ul eff e excess profi ‘ Ll is ¢ 
t ( 1 ! ( ect eading ! he a 
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reports of the large banks. The large banks of the country have the facilities for 
being highly vocal in their presentation of this problem to the public. It is not 
a problem, however, which fails to affect small banks such as ours. You will 
readily realize this when you look at the figures which I am forwarding herewith 
in the enclosed schedule of earnings and taxes of the South Orange Trust Co. for 
the years 1950 and 1951. The quick solution of a part of the problem, which I 
suggested as a possibility in my letter to Mr. Wiltse, would not only help to remove 
part of the pressure on the banks, but would simultaneously strengthen the 
capital structure of the banks by locking a portion of their capital funds in a 
reserve specifically allocated to future loan losses. Such a transfer, it seems to 
me, would receive public approval as a bank-strengthening measure. It would 
make up in part for the advantage industry has over the banks in the quick plant 
amortization and the average earnings features of the tax laws. 

We hear a great deal these days of the solicitude for small business professed 
by the administration and many legislators. Of the 12,000-odd banks in the 
United States, the overwhelming majority of them are small business. After 
the Civil War, State bank-note circulation was given its death sentence by the 
taxation which was levied upon it by the Federal Government. I feel sure that 
it Was not the intention of the framers of the revenue laws to give the death sen- 
tence to small banks, but unless the effect upon small banks of present taxation 
is realized soon by those who write our laws, we may wake up to find that banking 
has become a monopoly in this country in the form of a cartel consisting of a very 
small number of large banks, into which small banks have been forced to merge 
through economic necessity. The implications of such an evolution of banking 
in the United States should give pause to all those who believe in the continuance 
of banking as a private enterprise. It is only a short step, and an easy one, from 
monopoly banking to complete Government control and direction of the banking 
system. 

‘ T trust that the views I have expressed herein and the material which is enelosed 
may be helpful to vou in your consideration of revenue and banking legislation, 
and that vou may perhaps get a new thought therefrom in connection \ ith this 
problem, or a new perspective on its implications for the future. For the moment, 
[ hope that you will extend sympathetic understanding if a proposal is meade to 
allow the Commissioner of Internal Revenue to revise the limit heretofore placed 
upon the amount which may be transferred to a reserve for bad debts, the amount 
transferred being allowed as a deduction from taxable income. 

Thanking vou in advance for your time, and vour consideration of the matters 
set forth above, and assuring vou of mv appreciation of past courtesies extended 
in connection with previous communications, I am, 

Sincerely yours, 
F. R. Sreyert, President. 


{From the United States Investor, Boston, Mass., December 15, 1951] 


Taxes Hurt Commercial Banxks—Net Prorits Have DeEcLINED WHILE 
OTHER INpvustTrRiers Have EnJorep LusH PROSPERITY 


No bank-baiting.—1t is a correct statement, we think, that the people of this 
country Wish to have a strong banking system and desire, too, that it shall be a 
prosperous one. The day when the people listened to bank-baiting agitators was 
so long azo as to be almost quite forgotten now. People feel that if our banks are 
to render the service to this country which so great a country deserves, banks 
must be both strong and prosperous. They must be able to earn a decent return 
on the capital which has been invested in them and must be able, too, to build up 
surplus vear by year at such rate as will provide a substantial bulwark of safety 
for the depositors and the stockholders as well. 

For this reason, the recent trend of bank net earnings is disturbing to thoughtful 
folks. As each vear follows another, the fact that dollars invested in industry are 
much more profitable than dollars invested in banking becomes a more and more 
palpable fact. The new dollars of our people that are looking for investment are 
faring much better if they find their employment in automobile manufacture, or 
electric appliance-making, or in merchandising, or almost any other form of 
activity than in banking. Here, then, is a situation that ought to be explored and 
the results brought fairly to the attention of the public. How much worse off is 
the doilar that goes to work in banking than the doller which finds employment in 
industrv? And what is the cause of this difference? And what feasible method 


f cure can be devised? 
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Fair relationship.—In the first place, it is evident that this is a de velopment of 
comparatively recent years. Up to 1945, for instance, the earnings on money 
invested in the banking business lagged but little behind the monev invested in 
industry. Asa matter of fact, for the 8 vears from 1938 to 1945, inclusive, banks 
earned an average of 6.09 percent per annum on their capital funds—by which we 
mean nominal capital plus surplus plus undivided profits—whereas the capital 
funds of industry for this same period earned an average of 6.31 percent per 
annum. In both cases the figure is net after taxes : : 


Chis showing is made the more interesting by the fact that in these same vears 











banks were operating, as they usually have, on a narrow margin of profit. Che 
Whole body of assets employed by banks (capital funds pl deposits) earned an 
average net return of 0.51 percent “ hereas all corporations fli return ith the 
Government for tax purposes were earning an average of 2.2: reent Yet even 
under these conditions, banking was doing reasonably well by its shareholder 
evel &s it Was rendering good service to the people ar 1 to indus rv, and it could 
not be fairly said that d s looking for employment discovered banking to be a 
less enjo able field in Wi to work than other in {usty 

Banks versus industrials Che years that have followed have brought a change 
in the picture From 1945 to 1950 industry in general ved in a lush pe d 
You can prove this with authoritative figures. The total profits, after taxes, of 
industry in 1945 amounted to $10 billion, but in 1947 amounted to $20 billion, 
They had almost doubled in the brief period of 2 years. Coming to a more 
recent year, that of 1950, the profits of industry in that year were 456 percent 


more than they were in 1939 and 265 percent more than they were in 1945. 





Without analyzing until a paragraph or two hence the cause of this, what has 
been the experience of banking over these years? The net profits of banking 
after taxes in 1950 were only slightly better than in 1939 and actualiy lower than 
they were in 1941-45 Obviously, economic forces——or sha we say political 
forces?—were dealing harshly with bank earnings and looki with much more 
kindly eye upon the profits of industry in general The composite net income of 
our banks after taxes in 1945 was $536 million Krom thence it has tapered off, 
In 1946, it was $797 million, and in 1947 it was $598 million hese figures are 
the more disappointing because they show banking to have been hungering in a 
time when other industries were full fed hey indicate that the dollar invested 
in banking was not being permitted to give as good an account of itself by far as 
the doliar invested in other kinds of busines 

Those price tag Che burden of taxation is at the bottom of much of the 
present troubles of banks as concerns pronts. It is we to remember that in- 
dustry in general can meet a tax burden under conditions much more comfortable 
to itself than can banking. It is usually quite feasible for industry to advance its 
prices sufficiently to offset the dollars which it must turn over to government. Ih 

her words, the customer becomes the real taxpayer. Banking has no such way 
out as this. ‘The price of the goods it sells is represented by the interest rates on 
money Chere is no feasible way in which a bank can advance its rates of interest 
on loans so as to absorb the taxes it must pay. It must make its loans at es ( 
interest Which are not responsive to heavier levies on taxes by either National or 
State Government. 

Furthermore, for many long years now, banking has operated in a market 
where Government forces have held interest rates down to very low levels indeed, 
Government control of prices of commodities may come and go but has been only 
mildly effective much of the time. What a different situation with regard to 
interest rates. The firm hand of the Government has been holding these down 


since 1933 and no matter what the general conditions of business, the Government 
has been reluctant to release for a moment its iron grip. Many a time, Govern- 
ment officials and economists and others have declared in these recent years that 
our banks ought to be increasing their respective capital stocks so as to maintain 


} 


the old familiar ratios of capital funds to deposits. Certainly banks have been 





d Ing a volume ol busine sin recent years rve id a grea rowth in 
heir de a growth with which their capita nds have not kept pact But 
due to this relentiess control on the interest rates, t1 al b S aise 
the price tags on their goods as industries have done, banks have found it di t 
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onditions Che larger volume of lending thev have been doing, on which he 


( 
laid stress, has not had the effect of building up their profits to the levels at which 
t! rht to stand 


Aphil { 


prohts o 
There is something a bit moving in the grim determination with which banks 


mnings. 


Nobody knows better than the banker that with deposits and loans increasing, 





have been attempting to build up their capital funds through retained ea 














his ecushior if capital funds should be increasing too. When invests his 
mone n loans |} is taking on risk assets, as the expression is, and because of 
the risk involved he needs a steadilv growing cushion of funds under the heads of 
I surplus, and undivided profits. Just because bankers do sense this im- 
portant 1 lati mn so clearly, thev have beer irning verv generous portions of 
en vear’s earnings into surplus and undivided profits, maintaining dividend 
rate apital that are n less generous thar verv well be desirable 
\ Wi this 7 ' ( ea i} t ( rat y TISK assets has 
fa i i jom of get r mor ‘ i banking IS a r 
I { i rest ra d heir par Iding down bank 
‘ ta . } hy \ "\ » sa I ni ( i 
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missioner raise the limit which may be transferred to the reserve for bad debts, 
This might be possible of accomplishment right away, when relief is needed, 
whereas amendment of the income-tax law might never be obtained, or if it is, 
it might be obtained too late to help the banks. The ill effects of this taxation 
are on their 1951 incomes. Perhaps in 1952, as is indicated in our case, the 
earnings will not be as high, and the advantages of a change in the law or the 
Commissioner’s ruling would not then help us. 

I hope that vou will find this letter and the enclosures interesting. It seems 
highly inconsistent to me that one segment of government should be constantly 
prodding the banks to increase capital funds, while another segment of government 
reaches in and grabs the major portion of the earnings from which such increase 


s i primarily come 
= ( reiv vours 
F. R. Srevert, President. 
I ) ; Ir 
a } 
\N ‘ 
Net t i 1 
N S 15. 4,583 
\ . ' 
. . Ee 
Mr. Stererr. Gentlemen of the committee, | assume that the 
question to which vou wish me to address mv remarks 1s, ‘“‘How 1s 


smail business being ailected by present income-tax rates. 


l appreciate very much the opportunity of appearing before you to 


present my views. I would like to state at the outset that I appear 
in my individual capacity as president of my own small bank, and not 
as the representative of any local or larger group of small banks. I 
can speak with authority on only the effects of present taxation upon 
my individual bank. I am generally familar, however, with the 
situation as it affects small banks in this vicinity. For the sake of the 
record, | would like to make clear that any statements I make about 
other banks will be made to the best of my knowledge and belief, 
and I cannot guarantee their accuracy 

l am not thoro ighly conversant with all of the technical details 


oi the corporate tax siructure, so if agreeable to you I would like to 
1e philosophy of taxation of small business. 
Yesterday afternoon, I had the discouraging experience of signing my 
ame to the 1951 income-tax return of my small bank. The tax 

av represents 62 percent of our 1951 income. That 
is the net over-all rate, but I believe that vou might be interested to 
know that for 7 months of last vear it was necessary for us to put aside 


a reserve for income taxes 82 cents out of every dollar we earned in 


h on nonths 
Senator Henprickson. | am sorry; may I interrupt you just a 
\ ‘ { tain] 
Senator Henprickson. Does that 62 percent represent Federal 
ta < | i 
it. C Reader — 


Senator Hen KSON. Go ahead. JI am sorry I interrupted vou. 


4 








TAX PROBLEMS OF SMALL BUSINESS 


Mr. Srrvert. We had become subject to excess-profit taxes on 
June 1. I believe you will agree with me that the psychological effect 
of setting aside an amount as great as that over a period as long as 
that may fairly be described as frustrating. I might mention that our 
dividends were only 6 percent of our earnings, only one-tenth of the 
amount of our taxes. 

The question of reasonableness of taxation is one which unfortu- 
nately cannot be answered by a scientific mathematical formula. It is 
my opinion that psychological factors determine the point at which 
taxation is either low, reasonable, oppressive, or confiscatory. — | 
believe that any American corporation executive would agree w ith me 
that a tax of 10 to 12 percent would be considered low I believe that 
most American corporate management would consider a tax of 25 
percent as reasonable in a defense-preparation era, even though many 


economists and students of taxation believe that taxes equal to 25 


percent of the national income are at the pomt at which the law of 
diminishing returns begins to become effective. At 52. percent 
taxation is oppressive, in Thy opinion. At that poOMmt, taxpaver: have 
long since bk fun to look for Ways and means of unn: turally reduen vy 
their tax liabilities: initiative has long since begun to be blunted: and 


the question becins to arise in the nunas of the owners of an enter- 
. a9 aoe vine | 
prise whether or not it is worth while carry!) O When taxation 
| »< } : 1 1 ~ ° 
reaches the 62-percent level paid DY INV Dalin, ¢ he (U-percent celung 


anv incentive, and taxation has become unquestionably confisestorv. 


established by law, the point bas been reached where there is no longer 


In conclusion, | would like to state that it 1s my b f that a wi 
spread wha healthy _ nal! business Siruccure s Of Of ou Co mtrv’ 
strongest bulwarks agaist communism Thy of existence of a 
large body of ial] businesses Is partially respo Die, \ 1V OPINION, 
for the relatively poor living standards of the majority of the people 
17) Russia, the Britt hi | le :, Kranee, lis ly. and wn, countries 1n 
which national or private monopolies dominate the economy if our 
objective abroad IS tO contain COMMUNISM, and present hea VV taXa- 
tion is a part of that policy, i vould prove ironical ine dif we should 
some day wake up to find that we had unwittingly co ributed to 
the growth of communistic thinking amoung our own people because 


of the liquidation of small business by ecrushin taxation 
i thank vou 


Senator Hrnprickson. Mr. Stevert, we are grateful to you for 


coming down here and giving us vour time this moruime We of the 
SS nall Busine ; Committee have chedul “Mi these J eetings 1n the hope 
that we can get closer to the people. We have a rroup, or groups, 
which come to Washington more or less regularly, but their coming 
to Washington does not permit us to rub shoulders with the people 
i we can whi n we come back into our home areas, and we appreciate 
vour coming here 
Your presentation raises @ number of interesting questions, but it 
also answers most of thos ; questions, 

1 don’t know whether Mr. Dockera has anv questions that he 


would like to raise as the result of vour d 
Mr. Dockxeray. Well. he really answered the main one that I had 


! > } ‘ 1 4% } Se : 
Ind, Hut vesterdayv in Bridgeport In hotdin ti} t earings we 


ISCUSSION OF 


heard quite & litte GISCUSSION OT I 
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could tell us what difference it would make in the loan policies of your 
bank m relation to business loans if taxation could be put back to 
what you would regard as a reasonable level. 

Mr. Sreverr. Well, Mr. Dockeray, the amount of loans that a 
bank can make, that is, the individual amount of loans, is established 
by law, and it is generally a percentage of capital and surplus. 

Now, if we we re able to keep a reasonable amount of earnings and 
add to our surplus, we could then increase the amount of loans we could 
make to small business 

Mir. Dockeray. | am not thinking in terms of the amount of loans 
to small businesses, but the type of business-loan risk that you would 
assume In Making i 

Mir. Sreyerr. Weil, a small community bank such as ours takes 
care of all the little merehants and manufacturers in the community, 
to the best of out es . within the legal limits. 


\ir. Dockrray. In other words, vou are meeting the community 
d I s that rhit? 


Mir. STEYER!1 That Is corre 

Senator HENDRICKSON What is the population of South Orange? 

Mir. StevertT. We are 15,000. 

senator Hy NDRICKSON How many banks do you have there? 

Mir. Srevertr. There are two 

Senator HENDRICKSON. Two 

Mr. Sreverr. lust two. 

Senator Henprickson. What are vour total deposits? 

Mr. Srevertr. About $9 million , 

Senator Henprickson. That is just about the size of our bank 
down in Woodbury. 

Mr. Sreyerr. Yes, just about. Weare a typical small community 
Institution. 

Senator Hi NDRICKSON I Ine ntioned that because | happen to be 
a director in that institution and know something of its affairs, and 
in knowing of the affairs of that bank, I think I might know something 
of your problems also 

Mr. Steyverr. I think the thing that is important, Senator, is what 
is going to happen if this continues. In both Passaic County and 
Essex Ci htv, since the end of the war, at least SIX or eight banks, 


small banks, have gone out of business 

Rong. while | am willing to admit that the tax question is not the 
only one that has caused them to go out of business, it certainly had 
a great deal to do with it and what happened to them? 

Che only way they could a iidate, and to figure it would give them 
anvwhere near the value eir assets, Was to sell out to a big bank 

Now, if this snowball io rolling hke that, there aren’t going to 
be any of us little fellows left; when we get business so big that they 
can dominate the credit structure of this community in a small number 


banks, then I think we have monopoly 


ot 


Ssenao!l Hi NDRICKSON Sure, Vou would have th ; carte] system of 


\ir. Srevert. Yes, we would have the cartel system of Europe. 
Mr. Sruirs. Do vou notice in the present tax law any specific 
provisions or any philosophy which seems to mitigate against the 
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interest ot the small, as opposed Lo the larger, bank Could Vou 


answer that? 


May I say that this subcommittee is not setting itself up to say that 


, ‘ 1 i. ce ‘ | 
big banking or big business is bad and that small business or small 
| } . { } | { 
bankine is vood, but we are concerned with the competitive tuatior 
a Se ae Lay ' | 
S vou and oenatol Hendrickson have USE ¢ Cus 
. ¢ ! 41 ‘ 
lam wondering if vou had anv thoughts that v« reer COMpPectLlol 
inder ti xcess profits tax speciically were able » have a better 
Ouse | armies 
\ a i 1} ( | hou Live ; he 
api | rerene i hint DOUS GO 
\) VK ll busi ving then t 
{ ( ( ( a 
} iO «"¢ 
WN ‘ » fittl 1 ) ( ench \ ) 
i¢ | hh \ CO i ‘ 
14 
‘ ( dover mo \ ! 
a 
\] ~~ I We j it lo ! thr ) i ) \ qt 
1 ' + 
or tov" ne eOXe ) il \ > \ ta ! » 
) 
enter 1obo vour con ier i 
\lr. Sreyvert. Verv definitely 
\ y ] 

We are not interested ip a great manv loans right now beea us 
sav, the return of 18 cents on the dollar for 7 monil le Vear does 
1 } 1 } | 

not warrant our taking the normal panking-loan 
1 ‘ > ~ ‘ 
Nit STULTS | have no more qibestions SCDOT 
: 1 
Senator Henprickson. Do you have a problem as a result of 
high tax Your last answer raises this question inn Vy tina Do you 
Dave a problem of too much cash on hand UEEEEV OS 


Mr. Srevertr. No; no, we don’t 
Senator Henprickson. Well, many banks do 
Ir. Srryert. Well, in terms of Government bonds, yi f you 
consider cash and Government bonds togethe: 

Senator Henprickson. Yes; that is what I meant 

Are there any further questions? If not, thank you very much, 
Mr. Stevert. 

Mr. Sreyrrr. Thank you very much. 

Senator Henprickson. Now, gentlemen, we will next call Mr. 
Stalling. 

Gentlemen, this is Charles Stalling, executive vice president and 
secretary of the Hoboken Chamber of Commerce; is that right, sir? 

Mr. Sraruina. Yes; and I would like to introduce Mr. Frank 
Taylor who is here, but who is not going to talk He represents the 
R. B. Davis Co. in Hoboken. Mr. Taylor, if you will just stand up 
and take a bow, we want it in the record that you are here representing 
your company. 

Senator Wenpricxson. Mr. Taylor, we are glad to welcome you 
here. We would like to hear from vou later, if you would care to 
bring us a message 

Mr. Taytor. Thank you. 








SO TAX PROBLEMS OF SMALL BUSINESS 


STATEMENT OF CHARLES STALLING, EXECUTIVE VICE PRESI- 
DENT AND SECRETARY, HOBOKEN CHAMBER OF COMMERCE, 
HOBOKEN, N. J. 


Mr. Sraturna. I am Charles P. Stalling, executive secretary of the 
Hoboken Chamber of Commerce. 

Now, small business was asked to come here today to talk about 
taxes and how it affects their business. 

We, of the chamber of commerce, contact many small-business 
men. They are rather reticent about their coming and telling. 

I have had a lot of contact in the last few days. Of course, we did 
not project this problem far enough ahead and we did not have much 
of an opportunity for making arrangements, ‘Dut this is what they 
sav: “We have plenty of gripes——” 

Senator Henprickson. How many members do you have? 

Mr. Staring. We have over 500, representing about 250 com- 
panies, and some of the remarks we get from them go like this: ““We 
have plenty of gripes, but we will not bat our heads against a stone 
wall.” 

Another fellow told me this: “If we talk, how would this affect 
contracts that we are hoping to get? Look what just happened in 
Brooklyn.”’ 

They have a lack of confidence there. You get into municipal 
politics and vou are afraid, and when business gets afraid it is bad. 

Still another one says: “Look how many are involved in crooked 
deals. How do I know I will have a really good reception that is 
not going to react in a different way than it is intended?” 

And so forth and so on | 

Senator Henprickson. They are saving in effect: ‘We do not mind 
paving taxes, provided we are assured that they are going to be 
properly spent’’? | 


Mr. Statuinc. Well, no: T was referring more to coming out and 


talking about them. 1 think thev are all griping about the amount 
ot taxes that are put on them to lav; and busi 1@SS IS Not too good, 
That affects them. too—that thev are not getting along. But that 
does not sav that there are no gripes because the men do not come out 
here today. There are plenty of gripes. When you get talking to 
the bovs mndividuallv, thev let off a lot of steam 
Our local small-business men in Hoboken have been terribly abused 
for Over 50 Vears by the United States Government, and the Govern- 
n iowledges t to be s 
The Senate committees and other congressional committees, and 
th \{ tim (‘ommission repr tatives hay » Si idied our lora! 
bus each instance signified an intention to do what they 
( ( iy ( 
; y 
] 7 ] -~ c ( t ‘ D yOT x 1? 
I Q { ro nd that. the finest 
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As I say, the United States Government has. since toi 7; operated 
the piers by leasing them out to steamship companies and stevedoring 
operating corporations for as much as they could get for them, but 
have paid not one dollar to the city of Hoboken 

The city of Hoboken, at the same time, has served and does serve 
this property taken over since 1917 with police and fire protection 
and other city services. 

Hoboken has lost over $174 million in taxes, while the United States 
Government draws hundreds of thousands of dollars from this property 
each vear. 

Now, you may well say 

Senator Henprickson. Let me ask vou there, before you go anv 
further: 

You sav that these congressional committees have offered relief. 
What sort of relief did they offer? 

Mr. Sraturnae. Well, thev signified an intention that it would be 
remedied, that the properties that were confiscated DY the Government 
would in some way be turned over to private enterprise, or turned 
back to the city, or in some way disposed of so that the citv would get 
some revenue from it. 

They have no intention to put into this property—-two piers have 
been burned down completely, and they have never been rebuilt, and 
the existine properties have bye nm allowed to deteriorate over the past 
35 vears to a great extent. Not that the Maritime Commission will 
Say that they are ina dilapidated condition, but thev have not been 
improved, thev have just been maintained 
Of course, ther are outmoded. and the water front is not operating 
the two piers that had burned down, 

Senator Henprickson. How much of the water front is involved? 
Mr. Srautuina. About 14 percent of our taxation, and about 43 


at 


percent of our waterfront, almost half the coast ine, W hi h is on \ 


! mile long 


Senator Henprickson. That is where the big transports come in? 
Ir. Statuina. Yes. The Leviathan was housed there or docked 


there for a good many vears 
Originally, it was the North German Llovd and the Hamburg 


American Lines and the Government confiscated that property 
They learned that they were United States corporations Phen the: 
bought them for $17 million, but it took them from our tax ro 

mm fa. Fae sae 1 | eee ; hay 
They were taken from the tax rolls and have be« om ( 
since although the piers are leased out for private ntlerpris to these 


i Is { 
steamship and stevedoring companies; and sometimes you have to 
vO 

Senator Henprickson. Bayonne has a similar problem on a smalier 
) 


} ' 
seaie, does 1b nov: 


Mr. Srauuina. That is right 


Now, vou may well say, ‘“‘How does this cone s ll ! : 
man?” 

W ei] it sis {| contention of t | Hobe en Ul ot C¢ ! 
and has been for many years, that if Hobo » be pro 
Hoboken ! to be prosperous tt it NY I 1) O fin 
rehal ad bu ‘ ! nh ha l ( 
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The present condition affects every businessman in our city. Our 
taxes are terrifically high, over $80 per thousand, and they are fully 
assessed, ie of the buildings are assessed far greater than their 
value. 


Wi 


because of the terrific tax rate. 


A hy ] ] ] — . 
Phrough al a} taxes, and mereased Country taxes oul 
state tax and le Cc tant ' re taxes, the point 


nses. Most 
ached when 
n the desire 
that is whi re 

areal DY John ee 
facts of the water-front 

rlad LO leave with 


kK ; | her se tl Ituation Is basically the 


: ING. It is the same. “There has been no change there. 
tor HENDRICKSON if g to mark this and 


the record. 


ntitled “Th n Case,”’ is as follows:) 
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THE HOBOKEN CASE 
A Warning to Other Municipalities On the Dangers of Government Ownership 


This message comes to you in the hope that the bitter ex 
perience with Government ownership, suffered by Hoboken 
N. J., may help you to guard against loss and injustice after 
World War I] 










WHEN Peace Comes, WiLL Your Community B AMONG THE Lo 


‘A successful enemy could not hai e we I p sed a greater 
} 


indemnity upoh a conquered city 


\ t ] 


A New Jersey Supreme Court Justice spoke tho word i n 1925 H 
sharp indictment was of a situation which existed thet { exis toda ind 
now threatens many communities as a post-war probiem stemmll tron TrOadaV s 


great conflict 

Chat judge Was speaku g of Hoboken, an eastern coastal citv of these United 
states This city is relatively sma In area You car 
boundary to boundary in 15 mir 


B i | i wd 7 re 1 i 
I e entire ¢ I As a seay f 
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SUBSIDIZED 


BY THE 
TAXPAYERS OF HOBOKEN 


ee ° en if 


Under Government Own- | if Privately Owned Ter- 
ership Terminal Rentals | minal Rentals Wouid 
Total Total 


| bs 
$263,794" | $923,993 


Annuall 
Annually a Y 


TAXES OF 
NO TAXES | $478,245 


Would Accrue to 
PAID City of Hoboken 


> 
Revenue fe 
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That war was won by our Nation, just as surely as the present global 
be won But Hoboken, which gave so much to the winning of World War I. 


literally and heavily, a “loser” in that war. 


It lost the war in the same sense that your own community may los¢ 
the present war—unless a reading of this booklet makes you pause and 
think and—moves you to action. Now is the tir to protect 
Later on may be too late. 


vours¢ 


The city which sends you this warning does so because the 
unfortunate experience, Which continues in full force to the p1 
has thus far cost its citizens well over $12,000,000 ir 
your community from like economic disaster. 

Hoboken emphasizes that it makes no argument ¢ 
ax exemption of property, through Government s 
Hoboken does protest the deep injustice of continues 
emergency, and the ruinous effect of such exemptio 

| loss of property from the local tax li 

1 | municipal bankruptey. Thi 
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HOW HOBOKEN LOST OVER 12 MILLION 
DOLLARS IN TWENTY-THREE YEARS 


TAX RATE (PER $1,000) TAXES LOST AS 
Way PIERS EXEMPT (ACTUALLY PAID)’ | A RESULT OF 


PROPERTY | @M@MIF PIERS WERE INCLUDED* | NON- PAYMENT 
$oO $10 $20 $30 $40 $50 $60 


19 $6, 759, 500 | TAXES CANCELLED THIS YEAR $15 6. 212.04 
— a + — + + 


1920 7 425 000 TAXES UNPAID—DEFICIT MADE UP BY BOND ISSUE 28 °. 84 7. 54 


"9,720,000 = “375, 129. 53 





9.521.100 a dail 360, 659.27 


1 — 


| 488, 796.96 
a" 
ae 


re 516,034.14 
_ 516,524.90 
1 507,691.22 
+ 505, 237. 42. 
| 53!,0 002.30 
| s23,76361 
| $32,229.22 
525,113. 20 
531, 
483, 398. ©0 


471,129 .60 








$04, 378. 59 
548,056.23 
610, 014. 68 
547, 810 85 
482,294.39 
567,073.18 
483,153.22 
(476,773.34 
476,245.62 


*Difference between the 
rate, prers exempt" and"'Ta 
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Assessed value—taxable property *87,220,758 
Assessed value—pier terminal ‘12,269,000 


of assessed property removed 
Cy from tax rolls. Taxpayers 
O carry this extra burden 


THIS IS 43% OF TOTAL PIER AREA 
SERVING STEAMSHIP OPERATION 


$3,300,024 


WAS THE GOVERNMENT’S 
NET GAIN AFTER EXPENSES 
WERE DEDUCTED 


But 


NOT ONE CENT WAS PAID 
IN LOCAL TAXES 
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“Until there is transfer, there should be just compensation for services rendered 
to the properties during the transition period. War agencies should in no case 
be utilized for nonwar purposes, or to enhance and expand operations of agencies 
with no war responsibilities:’’ 


That means Government should not continue postwar competition 
with private industry, reaping a harvest at the expense not only of 
private industry, but of community well-being. 


Application of that principle after World War I would have saved Hoboken 
millions of dollars tax losses and in declining revenues—caused by removal from 
the city thousands of transient and permanent workers, whose earning and 
spending powers, through a quarter of a century, can never be recovered. 

Operated as a port of embarkation by the War Department after their seizure 
in 1917, the Hoboken piers, formerly owned by the North German Lloyd and 
Hamburg-American Steamship lines, were turned over to the United States 
Shipping Board for maintenance and operation. The President was authorized 
to take over title and possession of these properties by a section of the Urgent 
Deficiencies Act of, March 28,1918,and they were so taken by the President in a 
proclamation on June 28, 1918. Thus Hoboken lost 6 of its 13 piers, extending 

one-third of a mile of the choicest waterfront property on the Hudson River. 
compensation to the city of Hoboken has never been made, nor have the 
s been released from Government control at any time. 


THE NET RESULT OF HOBOKEN'S 
EMPLOYMENT EXPERIENCE 
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The Hoboken Chamber of Commerce is authority for some illuminating res 
on the net income derived by the Federal Government from operation of the piers 
during the period from 1921 to 1948, placing that figu $3,300,024.55, after 
deductions of $5,247,960.53 for reconditioning an perating costs Against th: 
gain for Unele Sam in operation of the pier terminal in competition wit! 
property, Hoboken’s tax joss alone on the property 
waterfront, is in excess of $12,000,000. 
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think, on the whole, nobody is perfect, but I think we do a finer job 
here in New Jersey than our neighbors. 

Mr. Statuina. There has been a fine example from the fact that 
they are not going to put on new taxes in New Jersey. I think that 
is an incentive to businessmen. We get so little encouragement these 
davs. Municipally, the tax rate will go up. 

Senator Henprickson. We still have no sales tax, and we still 
have no income tax, and I hope we can continue in that category of 
States where they do not add on a new form of taxes. 

Now, when you get around among your members, you say you have 
about 500 and you are with them all the time; what specific complaints 
do they make in respect to the Federal taxes? 

Mr. Staturne. Well, regulations enter into it more so in their 
gripes than it does in any other way. The lack of coordination of 
rules and regulations is very irritating. In some cases they will 
have an O. K. for regulations locally, where they are probably not 
©. K.'d from Washington, and sometimes small business has been 
held up, they have to get their goods out and get them billed, and so 
forth, and in one particular case a fellow blew his top about 2 months 
ago, and unfortunately he could not come here today or he would 
have been glad to air his gripe before you. 

He says: “I have got goods here, and I cannot ship them. I have 
been in touch with Washington. ‘There has been a delay in getting 
the correspondence back.”’ 

Then we get a directive which contradicts the first one. Since we 
took it up originally with so-and-so in Washington, that has been 
changed, and how it is in the hands of some body else We don't 
know where we are going, We cannot get anywhere 

Senator Henprickxson. In other words, there is too much paper 


Work 
Mr. Srauuinc. Yes; there is too much paper work, and a great 
deal of hampering of business 

Senator Henprickson. Do you think that the complaints are 
directed at the red tape and paper work, as you call it, as much as at 
the taxes themselves? : 

Mr. Sratuine. Well, I think that has a lot to do with it, Senator 
Bob. They gripe more about the regulations themselves, really, 
than the amount of money. When they are making money, they 
are glad to pay. It is like good food: when you get food and you 
enjoy it, and you get the bill, you don’t mind paying for it. It isn’t 
like the fellow who savs, ‘“‘It wasn’t good, I don’t like it, there wasn’t 
enough,” and things like that. 

When they have a chance to make some money, they are glad to 
pay. But it hurts when you cannot conduct vour business along the 
lines that you see is the right way and the best wav of doing business. 

Now, if vou get up to a point where vou are hampered so much 
that vou don’t know which way to turn, and vou have got the goods 
and cannot ship them through a lack of coordination, I think that 
that causes more irritation by far than the amount of money that 
they spend or that they pay in taxes 

Senator Henprickson. In other words, controls and restrictions. 

Mr. Sraruine. Controls and restrictions 

Senator Hrnprickson. I thank vou, Charley. 


T 1 
(Jo vou have any questions, Doctor 
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Mr. Dockrray. No questions. 

Senator Hanprickson. How about you, Walter? 
Mr. Sruuts. No. 

= SraLtuing. Well, thank you very much 
here. I appreciate the oppor tunity to come before you. 
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other factors involved, and no doubt out of 500 members you could 
get many points of view. 

Mr. Sratuinc. Well, the men we see today will be the heads of the 
different companies, and there will probably be 16 or 18 of them at the 
meeting. I think that those men would be very glad to cooperate. 

Senator Henprickson. Thank you very much. Is Mr. Ward here? 

Mr. Struts. Senator Hendrickson, Mr. Ward sent you a letter. 
Would you like me to read it into the record? 

Senator Henprickson. When did this arrive? 

Mr. Sruuts. It was addressed to you and came in yesterday. 

Senator HENDRICKSON. Suppose you read it into the record, because 
it is a good letter. 

Mr. Sruytrs. Mr. Ward is vice president of the Bellman Brook 
Bleachery Co. The firm is located at Fairview, N. J. 

The letter reads as follows: 

Marcu 10, 1952 
Hon. Ronert C. HENDRICKSON, 
Senate Off Building, Wasi 

Dear SENATOR HENDRICKSON: regret very much that previous commitments 
will make it impossible for me to accept vour kind invitation to attend the Senate 
Small Business Committee meeting which is to be held at Newark on March 14. 
However, if 4 would like my opinion as to the principal difficulty which besets 


small business today. it is as follows: 


siness does not have the access to capital markets which big business 
ere "eC. it becomes necessary fo - tl em to rets vit 1 out of suc h e arning re 


wpital to provide for the new eq uipment = 
to compete with their bigs ger competito 
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ne pe ee collar. 
lave increased fron 4] percent in 1950 to a 
akes it impossib for us to retain the funds 
rder to maintain a competitive position. 
eration ae muir Government, as reflected 
e grave doubt that smsg 


nall bu 


Jonun Warp 
Vice President. 

Senator Henprickson. That is a very well written letter, and I am 
glad to have it in the 2 

We will hear from Mr. Alfred Lindholm next. 

| want to say at this aia for the benefit of those of you who have 
favored us with your company today, that I had hoped that we would 
have here, because of the close proximity to Washington, all five 
members of the subcommittee, but they are all busy with other com- 
mittee meetings in Washington, so I had to take on the task single- 
handed. 

However, Senator Benton of Connecticut will be here. I expect 
him any minute now, and | think when you see Senator Benton you 
will realize that vou have a ee an on the Select Cemmittee on 
Small Business of the Senate who really understands the problems 
of the businessman. 

It isa privilege, of course, to serve on a committee with distinguished 
citizens like Senator Benton 

However, you can be assured that all of these proceedings will be 
recorded and will be closely scrutinized by every member of the 
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committee, both the subcommittee and the full committee, and there- 
fore I want doubly to welcome your presence here. 

Now, as Mr. Lindholm does not appear to be here, Mr. Kaiser, I 
believe, will be the next witness. 

Mr. Sruuts. He said that he would be here this morning. 

Senator Hrnpricxson. Evidently, he has not arrived yet. 

We will next hear from Mr. Raymond D. Trainer, president of the 
Roller Bearing Co. of America, Trenton, N. J. 
It is a privilege to have you here, sir. 


STATEMENT OF RAYMOND D. TRAINER, PRESIDENT-GENERAL 
MANAGER, ROLLER BEARING CO. OF AMERICA, TRENTON, N. J. 


Mr. Trainer. I have just made a few memos, and it is very brief 
Senator. 

J thank you very much for the privilege of being here today, and I 
am mortified, as Mr. Durante would say, that our fellow small fry 
are so pitifully absent this morning. It really embarrasses me 

Senator Henprickson. Yes; it would remind one of ¢ | prim: ry 

Mr. Trainer. That is true, but this is not evewash. ‘This is the 
real thing. And the people who write you letters moaning about 
taxes, this is what you get. 

Now, if I were you, I would go back and report that small business 
is comple te ‘ly indiffe ‘rent, and that their absence of voice here shows 
that they must be in comple ‘te accord with eve rv thins ¢ that is being 
done: therefore keep right on raising the prices. 1 think that should 
be your remarks on this. 

Senator Henprickson. Well, I can understand the thoughts that 
prompt you to say that. 

On the other hand, I am a little charitable. Mavbe these davs 
businessmen are trying to make enough money to pay their taxes. 

Mr. Trarner. Well, if they had a sense of value, Senator, they 
would realize that most of their money is going into taxes, and if they 
are going to be more interested in paying taxes than in correcting the 
evil, so that they can get to the root of this whole matter and stop 
chasing the dog’s tail, as they have been doing for a long time, they 
would be much better off. , 

(As I said, I am just honestly embarrassed. I am sorry that my 
fellow small fry are where they are. 

Senator Henprickson. Well, we will try to make a good record so 
that my fellow Senators can get something out of this. I know that 
you are going to contribute to making it a good record. 

Mr. Tratver. Thank you, Senator, but I am afraid what I have 
here is substantially a repetition of what Mr. Stevert said, and also 
what Mr. Ward just recorded in his letter. 

There may be one or two different views expressed here, but 
substantially this is very much the same, and it will be very brief 

The tax problems of small business are the same as those of big 
business—too much of their earnings are wiped out by taxes. 

That point has already been emphasized. 

Almost without exception, every company must grow to survive in 
a dynamic economy such as we have in this country. Most of 
the build-up has been from retained earnings and the plowing back of 
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Senator HenpricKxson. On the record. 

Mr. Trainer. As I said, in 1951, our sales were over $3.000.000. 
and our profits before taxes were $296,000, and after tax: 
$104,000 left. 

Now, the reason for boring you with these figures is because we a 
paying 65-percent taxes, because our base earnings were poor, 


what influenced by the fire, and substantially) 


1 j 
Ss we had 


arbings so that they are poor; so, we are 


very, very high excess-profits taxes 


| would ce to point out that im 1947, 
and probably as good a vear as we have had, 
$105,000, and with three times that volum: 
earned $104,000. and $104,000 today will bu 
what the $105,000 would buy in 1947. 

So that we have, dollarwise, equaled our 
cut-back by taxes, and inflation wiped out 
that profit. 

Now, we have only our own resources to prod 

Mr. Srutts. Is this a privately held family 

Mr. Trainer. Yes, sir; it is a freak comp: 
unfortunately that is disappearing from the 

[t is owned by six brothers, five of whom 
every day in the shop. Our own source of 
get out of that business. 

We have never earned A dividend. 
back into that business to i t} 


prove the 
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Motors eost-of-living formula, which meant 
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Senator Hpenprickson. How manv employ 

Mr. Tratmrer. Three hundred and fifty, whi 
Normally we run around 150 employee S, 
present time. ; 

Mr. Srutts. Now, following through ri 
from other men who were interested in s 
their problems with Treasury regulations 
salaries. 

Now, vou said that you never paid any 
way for you six brothers to get your money 
commensurate with the earnings that you a 

Mr. TRAINER. Well, fe tuatly, uur Salar 
several years; and, furthermore, we are 
RFC, and I must say that I never met 
than we met in RFC, never met anvone 
than they were. 

Under the RFC agreement our salarie 
no chance whatsoever—and the same w LV 
even if the opportunity ' 
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with the bank and the REC, 

Mr. Srvuuts. Have you figured out your net wor 
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Mr. Trartner. That is right. 

Mr. Stutts. You have to turn over a lot of business. 

Mr. Tratner. Yes, to make that much, and that is going into our 
machinery. We have had to have constant reinvestment, and every 
penny has been absorbed in that demand for better equipment to 
develop new products, which we must do in order to keep ahead of 
the rat race to meet the rising costs of doing business. 

Mr. Srvuuts. Are you in competition with such firms as Hyatt? 

Mr. Trainer. Yes; our company is an outgrowth of Hyatt Roller 
Bearing Co. 

In 1919, two men left and started our company. In 1927 my 
father became interested in it, and we have been actively incorporated 
since 1934. 

Mr. Sruuts. Well, it is certainly the sort of company that this 
committee is most interested in, where a competitive situation now 
obtains that would not have prevailed if two men had not been able 
to break away somehow back there, and plow back their earnings to 
get a good company started. If that possibility is precluded under 
present tax laws, then we are in a bad shape, it seems to me. 

Mr. Trainer. That is exactly what is happening. 

Mr. Srutts. Well, you six brothers, if you are forced to sell out, 
will there ever be two other men who can leave Hyatt and get 
started in their own sg gnc 

Mr. Trainer. Today ‘annot be done. It is becoming increas- 
ingly difficult. I would kate today to have to start in business again 
with the tax structure as it is. 

We were able to get a toehold, and it has taken all that we could 
do, it took everything we could earn to plow back. However, we 
have no regrets. Not many companies can do it. Most companies 
have stoc kholde ‘rs who insist on dividends. 

We just tighten our belts, looking ahead to the day when we could 
enjoy better conditions, but we do have to kei ‘p our belts tight and 
wear slacks around the shop and get nice and greasy to get every- 
thing we can out of it. 

Senator Henprickson. You could not enjoy any tax relief by form- 
ing a partnership in lieu of a corporation; could you? 

Ir. TRAINER. Senator, as I mentioned, in the first place the basic 
situation here is at least the same—or I think it is at least the same— 
as to whether it is a large corporation, a small corporation, or a 
partnership. 

Senator Henprickson. Well, the reason I asked that question is 
because the word ‘‘freak’’ was used here, and I know that that term 
was used in a complimentary sense, but I think that your structure is 
more or less tvpical. 

Mr. Tratner. It is a typical small business. 

Senator HENDRICKSON. hy is a typical case 

Mr. Tratner. Yes; 1 

Senator HENDRICKSON. yer I am very much interested in it, 
because it does represent the average 

Mr. Trartner. It is an average family business. It just happens 
that a lot of us in the one family 

Senator Henprickson. That is where you need it. 

Mr. Tratner. It is the same principle with every small business. 


The next step is, of course, something that I would like to add to the 
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comments; and I put in here that Congress, with the public’s encour- 
agement, has taxed so heavily because profits are one of the least 
understood economic facts of life. 

Profits, according to popular impression, are bundles of neatly 
stacked currency that drop into corporation pockets every day. 
ew people re ‘alize that profits are rarely cash, but are absorbed into 
added inventories, raw materials, payrolls, receivables, machinery, 
equipment, et cetera, that are essential to the growth of any normal 
business. 

Taxes are a cash deduction from this lifeblood that actuates the 
growth and health of a business. Book profits are, therefore, real but 
not expendable. 

People read about these fabulous profits, and they are there, but 
they are book profits, and they cannot be drawn from a business as 
you can draw cash from a bank. The business needs them if it is 
going to continue in its dynamic economy of growing. People read 
the lines about these profits, and all they can see are little packages 
of $1,000 bills. They do not exist. They are found in machinery, 
inventory, and work in progress. 

For example, our inventory as of this moment, as at the end of 
1951, is $250,000 larger than it was last year. That means that our 
entire profit, inc ‘luding our taxes, is in that inve ntory. 

Now, we have to sweat in order to get enough money to get out 
whatever our tax bill is this year—$66,000 it was, I know, for the 
first quarter—and it is roughly $193,000, one-third of which must be 
paid this week end. 

Now, we have to draw that tax money out of this year’s business. 
We do not have that profit wrapped up in currency so that we can go 
down to the bank and draw it out and say, ‘‘Here are the taxes.”’ 

Now, if the show stops suddenly, we are liable to go over the horse’s 
head and land on our noggins—pardon the slang—so that is just the 
popular conception of profits, but it is absolutely erroneous. 

This refuge, therefore, in larger companies is logical, because 
bigger companies are publicly owned, and are in a position to eco- 
nomically draw on the capital market, a fact that is attested by the 
prodigious offerings of new securities of large corporations to the public 
in recent vears. 

Take American Telephone «& Telegraph. Thev have borrowed 
hundreds of millions of dollars from the public. Now, if the A. T. 
& T. is not sound enough to make a return on their investment, 
they are not going to attract public capital, and it is ironic to note that 
in 1929 A. T. & T. paid $9 a share, and today A. T. & T. pays $9 a 
share, but everybody knows what that dollar buys today as compared 
to what it bought in 1929. 

That is just typical of the whole business economy. 

The effect, then, of the present system of taxation is to accentuate 
the trend toward concentration of economic power in the hands of a 
few, while the Department of Justice spends great effort prosecuting 
the monopolies that are forced into existence by our tax system. 

Bigness Is popularly assumed to be diabolical, but nobody has 
discovered how to maintain the American standard of living without 
mass production, nor how to defend this country without planes, 
tanks, carriers, and so forth, that can only be produced by big busi- 
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of living down; without our bigness, we would be in Europe’s plight 
today 
It has been popular to “soak the rich,’’ but no practical method of 


selective discrimination has been nor can be devised. When a part of 


a segment of the economy is soaked, the entire segment gets soaked, 


an ttle business is enjoying its full share of the “soaking” operation. 


?, ; : , ’ lor { } } ‘ .- j 
But this popular idea of soaking the rich has not worked. I am 
not condoning it, but I am merely pointing out that you cannot dis- 


Since little businesses are generally individually owned, death 
inevitably forces a substantial cash inheritance-tax demand on any 
sn ywwner’s estate. Then the small organization that had 
managed to survive competition and income taxes must raise the cash 


to Meet this inheritance tax, or be Liq hnaated DV Saie or merger, which 
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live on, and the only source of income is money that is wrapped up 
in the company, and t only way to get it is to sell. 

Mr. Strutts. Well, vou can take a capil: l-rains tax or take a posi- 
tion with the company so that vou can be paid over a period of time. 

Mr. Trarner. Even that is still cash going out of the business, and 
that is a thing that this « ompany has never been able to afford, cash in 
dividends, and it would not be able to afford cash in the purchase of a 
dex nt’s esta 
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Many managements, unfortunately, 
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We have had Seve ral customers of ours 10 the last year, we have 


had three customers who have changed and gone into stronger hands. 
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One particular customer is our second largest customer, and he sold 
out to a very large nationally known organization listed on the New 
York Stock Exchange. 

I said to the president of the company, “I suppose that the estate 
tax has a little to do with it?” He said that it was an influence. 

But he said, ‘Il have had three heart attacks, and the fourth might 
be my last one.” 

The pressure of trying to expand the business out of the earnings 
that are being absorbed by taxes was just too much for him, so he is 
anxious to keep out of the grave, and his solution was to sell to this 
larger company. 

He will have the advantage probably of living longer, and when he 
dies his widow has a market for the securities. 

Now, so long as he lives, the chances of dividends or a market for 
those securities are most remote, because that company will need the 
capital to expand itself. Both of them are serious factors. It would 
be difficult to savy whether the inheritance tax is the main force, or the 
other, but they are working in the same direction. 

Mr. Sruurs. They feed on each other, do they not? 

Mr. Trainer. Yes, sir; they do. 

Mr. Dockrray. If you could offset in any way the difference so as 
to make your company compare ative to a big company in the capital 
markets, would that help you? 

Mr. Trainer. It would help on expansion, but whether it would be 
practical or not, 1 don’t know. It would mean that the problem of the 
little company in attracting capital is to be able to pay a return on that 
capital. That is the big problem. 

Now, that takes well entrenched and successful companies to do 
that. Only about 90 percent of the stocks on the New York Exchange 
paid dividends. 

General Motors and du Pont and United States Steel get the head- 
lines, because their earnings are so great, and you have a lot of statis- 
tics in connection with them that sound very attractive, but that 
represents a very small minority of all corporations in this country, 
and even if the capital were available, the companies, to be practical, 
would have to justify that capital investment and make a return on it. 

Now, a Government subsidy to give them capital would not solve 
that. That would not solve that at all. I mean, I am taking that as 
the easiest way, the public would not give them money, because they 
would want a return, Naturally they could get money out of Gov- 
ernment bonds, rather than to put it into a private company and 
get nothing. 

Mr. Srutts. From your own experience, do you feel that your posi- 
tion would be better if we get rid of the excess profits and perhaps 
raise the rate five points on the regular corporate tax level? We would 
assume that Congress would want to keep the same total of revenue 
from corporate income. 

Mr. Tratver. I think, Mr. Stults, there is no doubt about it, that 
Congress knew when it put in the excess-profits tax that it was in- 
equitable, simply because there is no way of so regulating a tax to deal 
equally with the incredible variety of corporate problems that are 
faced. Taxes cannot do that. When you legislate them they must 
be for the average. Some are going to get hurt, and some are going 
to benefit, and it is a practical impossibilitv to regulate taxes to pick 


out one group. 
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I don’t think it can ever be done. 

Mr. Srutts. So vou would feel that a flat rate might put vou in a 
competitive position which would be perhaps better than a surtax. 

Mr. Trainer. I think that it would be more equitable. Now, 
that is from my own position. 

The next witness might say that from his position it would be wrong, 
because it depends, if he is in a very favorable excess-profits-tax base. 
he would be in the position of saying, “Well, no. that is wrong.”’ 

And the excess profits on the tremendous variety of businesses and 
economic situations that exist in this country that make regulations 
impossible. We are not nearly as standardized as we think we are. 
There is a tremendous variety of situations and business conditions 
that alter each case. 

Senator Henprickson. Well, that is healthy, isn’t it? 

Mr. Trainer. Yes, sir; it is, 

Senator HENDRICKSON. Yes. 

Mr. Trainer. Yes, sir. That is very healthy. 

Mr. Stunts. Except when you try to pretend that it is standardized. 

Senator Hendrickson is in the position with the subcommittee of 
being like the little Dutch boy with his finger in the dike, where there 
are 90 holes. Last year he worked on January 1, 1946, and this year 
he will probably be plugging a finger into some other place and trying 
to make the tax laws as tailor-made as possible, 

Mr. Trainer. Yes; it is a terrific job. 

Senator Henprickson. It is a job, I can assure you. 

Mr. Trarner. It is a terrible job. 

Senator Henprickson. I wanted to ask you, Mr. Trainer, what 
portion of your income did you pay out in taxes this year, percentage- 
wise? 

Mr. Trarner. Sixty-five percent of 1951’s income. 

Senator Henprickson. Does that represent only Federal taxes? 

Mr. Tratver. Only Federal taxes. 

Senator Henprickson. Now, what has been the impact of State 
and local taxes on your earnings? 

Mr. Trarner. Well, they have fortunately been moderate, almost 
negligible by comparison, They are fixed in that they must be paid, 
whereas the Federal tax relies upon your ability to pay money, but 
that is a necessity, you must earn money or die. But the local taxes 
have been moderate, a small percentage of increase, but nothing like 
the tremendous increase in Federal taxes, such as 50 percent last year 
and 65 percent this vear. 

Senator Henprickson. You get a lot more service from the State 
and local tax, that is, from the State and local communities, than you 
do from the Federal Government, don’t you? 

Mr. Trarver. Well, they are a little closer, but the Federal Goy- 
ernment has a big job, and in many ways does a good job. 

Senator HENpRicKsoN. Of course. they have to look after national 
defense, and that sort of thing, but I mean, your day-to-day service, 
most of it comes from your local government? 

Mr. Tratner. They are closer to you; ves, sir. 

Senator Henprickson. Well, I think you have made, as I said 
before, a great contribution here today, and you have given us a very 
valuable record to work with. 

Mr. Trarner. Thank you, sir. ] hope I did not talk too long. 
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Senator Henprickson. Not at all. Is Mr. Carpenter here? 

Mr. Srutts. Mr. Carpenter was on the afternoon schedule. 

Senator Henprickson. Well, so long as you are here, Mr. Carpen- 
ter, will you proceed? 


STATEMENT OF AUSTIN W. CARPENTER, EXECUTIVE DIRECTOR, 
EASTERN FEDERATION OF FEED MERCHANTS, SHERBURNE, 
mB. -E. 


Mr. Carpenter. Well, I intended to say, “Ge ntlemen of the Sen- 
ate Small Business Committe e, ” but I will say “Senator Hendrickson.” 

Your witness is Austin W. penter. 

Senator HENDRICKSON. Ot he aie: 

(Discussion off the record.) 

Senator Henprickson. On the record. 

Mr. Carpenter. As I say, your witness is Austin W. Carpenter of 
Sherburne, N. Y., who for the last 7 years served as executive director 
and secretary and treasurer of the Eastern Federation of Feed Mer- 
chants, Inc., which is a trade association and has a membership made 
up of livestock feed manufacturers and retailers with business opera- 
tions at country points scattered throughout the 11 Northeastern 
States. 

I am testifying on behalf of 750 such business operations, which 
outstandingly are typical small businesses, as that term is generally 
applied in our economy. 

{ would just like to digress from my formal statement here to com- 
ment on a thinking that was expressed by the previous w itness, and his 

chagrin that we did not have a larger representation of small-business 
people here today. 

Now, I think I am the first witness that has testified from the 
standpoint of merchandising. We had the banker, and we have had 

manufacturing, and I think just in the nature of things it is to be 
expected that you would not have sms all merchandisers at a hearing of 
this type. They are busy people, and if we want to be realistic about 
it, while they do quite a respectable job in operating their retail 
businesses, they have never learned thei ir way around “politics ally or 
legislatively, so that they just have to depend upon having their story 
told by their trade association. 

I just felt that that comment might be appropriate here, in view 
of the discouragement and chagrin of the previous witness that small- 
business people are not present in great mucha 

I want to say this, and I say it in the friendliest of spirit, and 

‘rhaps this should be off the record, but there has been a vital impact 
to our group. We have at times mustered quite a representative 
attendance of our people who took time off and spent their money 
to go to Washington for legislative hearings at quite a hardship, only 
to find—— 

Senator Henprickson. That is the reason why we are here today. 

Mr. CarpENTER (continuing). Only to find a similar situation as 
we have here today. 

When you do not get the opportunity of talking to a full committee, 
there is a certain sense of disappointment. I am entirely conscious 
of the fact that all of the committee is going to see the record and 
study it, but when you have a group of businessmen come in, they 
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don’t understand that, and they sometimes feel that it is just not 
worth while to take the time and make the effort and sacrifice to 
attend legislative hearings of this kind. 

1 would just like to make this further comment: As I see it, our 
merchandising group in this country, the group that is freque ntly 
challenged as being the profiteering middlemen, hold a mighty 
important position in the progress and prosperity of our over-all 
economy. 

If I have the picture correctly—and I am sure that I have, I think 
you are entirely conscious of it—whether it is small corporations 
or gigantically large corporations, there never has been a time in 
many years when they have had as little liquid cash as they have today. 

The profits that they have had left after taxes have either gone 
into plant expansion or they are in inventory. 

They will be all right so long as these goods in inventory can be 
moved out through sales to consumers, and if our selling forces in 
America should bog down on that job, because of price resistance, 
consumer resistance, I think that our large corporations, many of 
them, will find themselves in difficulty, and, of course, our over-al! 
economy will find itself in a lot of difficulty. 

Senator Henprickxson. Mr. Carpenter, you are in accord with the 
previous witness on that point? 

Mr. Carpenter. Yes. When you stop to consider that by the 
end of the year we will have increased our production capacity of 
commodities in this country by 33 percent above what we have ever 
had before, it seems to me that that places a great responsibility upon 
our merchandisers in this country, to do a good job in keeping these 
commodities moving on to the end 1 users, and they surely cannot 
succeed in that challenge unless they have a fair break on the tax 
front. 

Now, I have thrown that in and I will get back to my statement. 

These feed-industry folks, for the most part, have operations in 
country towns located in the farming sections, where livestock and 
poultry enterprises constitute the major agricultural activity. 

These businesses supply livestock and poultry feeds, dairy, poultry, 
swine, and other livestock feeds to farmers as companion merchandising 
items. 

Many of them sell fertilizer, dairy, poultry equipment, small farm 
tools, and some items in small farm hardware. 

Some of these businesses are proprietary; some are partnerships; 
some are corporations. 

The capital investment ranges all the way from $10,000 to $500,000. 
They use staffs of workers ranging from 2 up to 100 workers, with 
most of them employing from 5 to 20 people. 

They are truly symbolic of American small business. Right now 
these small-business folks are genuinely worried, because of inflationary 
prices. It takes a lot more capital to operate these businesses than it 
formerly did for that reason, 

Actually, it requires nearly double the amount of capital to operate 
feed businesses now as compared to the requirements 5 or 6 years ago. 

Every item that figures into the cost of doing business has been 
substantially increased, and the mark-ups on commodities that are 
sold are frozen by the Office of Price Stabilization at pre-Korean levels. 
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While the price stabilization law provides for applications for 
increased mark-up margins, to take care of increased costs of doing 
business, the procedure is so complicated that mighty few of them 
will tackle the job of preparing the application forms and have them 
filed for approval by the OPS of increased profit margins. 

A sizable portion of the business done is on credit. All in all these 
small-business people literally sweat blood in the process of making 
fair profits. 

Then the Government takes a big slice of the earnings in income 
taxes, which makes it increasingly tough for these small-business 
folks, and to be factual about it, they are discouraged, they are 
concerned, and they are genuinely mad about it. 

For 30 years I have been closely associated with the feed industry 
in one capacity or another. During the last 2 years I have been 
editor of the Eastern Feed Trade magazine. 

My responsibilities require that I keep in very close contact with 
all of them. 

Senator Henprickson. Where is that published? 

Mr. Carpenter. It is edited at Sherburne, my home town, and 
at Sea Isle City, N. J., with Mr. Haverty. Maybe you know him. 

Senator Henprickson. Yes, I do. 

Mr. Carpenter. Never in all of my experience have I known so 
many feed businesses that are up for sale as are up right now, and the 
principal reason for it is that the feed folks are discouraged, and 
principally so because of our high tax levels that siphon off such a 
large portion of the earnings. 

They feel that it is not worth while to end up busier with the 
relatively small net profit that is left after taxes are paid. Purchasers 
for these businesses are difficult to find because, with a necessarily large 
capital investment, with heavy income taxes on earnings, the busi- 
nesses are just not as attractive from an investment standpoint. 

There is another chapter in the story of the plight of the small- 
business man on the tax front, namely, that our income tax law 
allows free tax rides to certain competitors of independent small 
business people, who, as before stated, are carrying excessively high 
tax burdens. 

Now, I am entirely conscious that this hearing was not set up for 
the purpose of studying tax discrimination, but because these tax 
exemptions narrow our Own tax base and in doing that increase our 
tax rates, I feel that we can spend just a minute appropriately to 
that angle of the situation. 

I refer to the farmer cooperatives, and when a feed business is 
competing, when they have to return to the Government a very large 
share of their base earnings, they have keen competition that pays no 
taxes, or so very light, that it becomes a competitive discrimination of 
a very vicious character, and it exists in practically every trade area 
in the 11 States where our Federation has members. 

A farmer cooperative business exists for the most part—for the most 
part these cooperatives are income tax free, and in most instances the 
earnings which they would be taxed on, if they were independent 
operations, are used for competitive expansion against tax-paying 
competitors. 

The earnings of the cooperatives are created, however, by exactly 
the same practices as the earnings of our independent feed people. 
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You will be interested, I am sure, about a business transaction that 
occurred in the immediate territory in which | live within the last year. 

For many years the Moses Grain Co., along with operating a feed 
store at Eaton, operated 11 retail feed stores in relatively close and 
adjacent territory. 

One of our large eastern cooperatives purchased from the Moses 
Grain Co. all of these 11 retail units, and in doing this they wiped out 
independent competition. 

| personally know that a number of the members of this individual 
retail feed group, men who had worked in these individual retail feed 
stores, would have liked to have purchased the stores they managed 
and to continue them as an independent business, but they could not. 
They don’t pay the price which the GLF was w illing to pay, because 
the earnings from the business are taxable, while the earnings of the 
GLF from the operation of these businesses which they return as 
patronage dividends to their members are tax free. 

It is the thinking of our folks that if this tax loophole through which 
we are losing a billion and a half of taxes, and tax revenue, could be 
plugged, and in that way broaden out the tax base, it would be one 
of the most beneficial things that could happen, so far as the future 
of the small-business people is concerned. 

This matter of our tax-free folks being able to expand so much 
more rapidly is very significant. I happen to have received just 2 
days ago a financial report of this large farmer cooperative, the GLF, 
for its fiscal year 1950-51. Now, that happens to be one of the large 
cooperatives that pay some taxes. 

A few years ago it changed its business structure and discontinued 
paying dividends to nonmembe ‘rs, and in doing that they forfeited 
an exemption under 101 of the revenue law. 

However, the friendly Treasury says that the earnings which they 
distribute to members are not profits, but savings, and accordingly 
should not be and they are not taxed; according | to their statement, 
up until 1948 they paid no Federal income taxes at all. 

Then they changed the business structure, and necessarily started 
to pay. This year they have set aside for income tax purposes 
$1,710,000, but the interesting thing is that on another $1,227,000 of 
earnings, Which they have returned to their patron members, they are 
still enjoying complete free tax rides, and the result of that tax free- 
dom, I think, is shown here in their own statement, from this angle of 
their ability to expand so much more rapidly, and in doing that be- 
come so much more highly competitive to our tax-paying people. 

According to their statement here, their total assets show the figures 
only since 1947. In 1947 they were $30,469,000, and in 1951 they 
were $258,487 ,000. 

Now, they are able, by reason of this tax freedom which they enjoy, 
instead of taking that money and paying it to the support of govern- 
ment, to expand their businesses and kee ep completely stre ‘amlined with 
all the facilities from machinery, processing and merchandising, which 
a small-feed businessman cannot do, because he is returning any- 
wheres from 30 to 52 percent of his earnings to the Government. 

Senator Henprickson. In that connection do you make any dis- 
tinction between the merchandising business which has an exemption, 
and the savings banks and building and loans? 
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Mr. Carpenter. No, I don’t. I feel very deeply that the savings 
banks and the building and loans are in the banking business com- 
petitively against private banks. They pay their earnings through 
the same process—I mean, they make their earnings through the same 
process. 

Like the cooperatives, they have changed their pattern of operations 
from the time they originally set up, and today they are competing in 
practically every field of practical operation, and I feel that they should 
pay taxes exactly as the private bank. 

I so feel that the credit produce associations that are loaning money 
to farmers and are making nice earnings should pay exactly as the 
private banks pay. 

Senator HeNpRicKsON. Excuse me for just a moment, Mr. Car- 
penter. 

Gentlemen, I want to introduce the distinguished junior Senator 
from Connecticut, Senator Benton. 

Senator Benton. Thank you. I am sorry I am late. I’ve been 
in bed with a very bad cold. I hoped staying there a couple of hours 
this morning would serve the public interest even better than getting 
up and coming to Newark. 

Senator Henprickson. Well, we welcome you to New Jersey, Bill. 
I am glad you are feeling better. 

Senator Benron. I am always very happy to come to New Jersey. 
The States of Connecticut and New Jersey are very similar in their 
industrial make-up and share many problems in common. I don’t 
know of any two areas that | would sav have more problems in 
common than western and southern New England and New Jersey. 

Senator HENDRICKSON. Yes, they compare in many ways. 

Senator Benron. I suspect that they have a higher percentage of 
independent smaller businessmen in them than any other two areas. 

Senator Henprickson. Proportionately, I would say so. 

Senator Benton. Per capita. 

Senator Henprickson. Senator Benton, we are listening to Mr. 
Austin W. Carpenter, who is executive director of the Eastern Federa- 
tion of Feed Merchants from Sherburne, N. Y., and he is representing 
many, many merchandising units in the State of New York. 

You may proceed. 

Mr. Carpenter. Well, that is practically my story, and we are 
very grateful to you for the opportunity of presenting it. 

During the period between my first acquaintance with your schedule 
and my appearance here today I have been practically on a traveling 
itinerary all the while, and I have just roughly dictated this in the 
few minutes I had yesterday and I have had some things that I would 
like to add to this. 

Senator Henpricxson. I wish that you would repeat for Senator 
Benton’s benefit, if you don’t mind, your observations with respect 
to these tax exemptions. 

Mr. Carpenter. Well, I have been telling Senator Hendrickson, 
Senator Benton, that one of the great problems of small-business people 
today is the competitive disadvantages that they are put to by reason 
oi tax exemptions in some of these specially favored groups, like 
farmer and consumer cooperatives, and our feed industry and farm 
supply merchandising business, and also the favors which the savings 
and loan associations and produce credit associations are enjoying in 
the financial field. 
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The meat of the coconut is that by reason of those exceptions, 
those so-called nonprofit business organizations are able to expand so 
rapidly where it just is not humanly possible at the tax rate that the 
independent small businesses pay, to husband the assets to go ahead 
and expand in order to keep themselves in a competitive position with 
these competitors who are escaping this taxation. 

We feel that if this loss of revenue, as we compute it—and there 
may be some controversy about that—but I think that the United 
States Treasury staff has pretty much come to an accord with our 
computation on that, that we are losing about a billion and a half 
dollars of revenue by reason of these exemptions. 

Now, if that could be recaptured to broaden out our tax base, it 
just seems to us that surely one of two things would happen, it would 
lower our present tax rate, or at least prevent raising it still higher. 

Senator Benron. Senator Hendrickson may be interested to know 
that at Bridgeport yesterday the president of the Smaller Business 
Association of New England, Mr. Maintain, who came from Boston 
to testify went even further and demanded the removal of tax exemp- 
tion on municipal bonds. Mr. Maintain said that kind of favoritism 
for municipal financing made it more difficult for the smaller-business 
men to get the capital they needed. 

I welcome the fact that some of our independent small-business men 
are lining up to demand that we put an end to some of these special 
privileges. 

Mr. Carpenter. I want to be sure to be clear on this proposition. 
I am in complete sympathy witb the cooperative philosophy for farm 
folks. 1 think the idea is all right, and I think it is logical. I think 
they need the advantage of collective bargaining in the marketing of 
their farm products, but when they do that they are simply getting 
into business, into a competitive business, and as such, it seems to me 
that they ought to play the game under the same set of rules, and pay 
taxes to support government the same as their competitors pay. 

I was very muc ch interested; I wrote to him personally, and he is a 
good friend of mine, although we have been fighting a great many 
years on this tax issue, but I wrote to Mr. McC onnell, general manager 
of GLF, that I read in the New York Farm and Garden of the last 
issue, a report of a talk he made to a farm group of people in New 
Jersey at one of their conventions, and he stated to them that they 
might just as well become reconciled to the fact that cooperatives 
eventually were going to have to pay taxes, the same as everyone 
else, including taxes on patronage dividends. 

Now, that is quite a concession for my friend James McConnell, 
and I wrote direct to him to verify it. I have not had time to have 
his response, but of course, the GLF organization—— 

Senator Brenton. Just what is the patronage dividend, is it always 
in line with the volume of purchases? 

Mr. Carpenter. Yes. It is the jackpot of their over-all earnings. 
Whatever portion their directors decide on prorating to members, 
based on the relation of purchases to the over-all volume of business. 

Senator Henprickson. Mr. Carpenter, how would you suggest 
that we proceed at all levels of government to eliminate some of these 
destructive exemptions? A few years ago, while a member of the New 
Jersey Legislature, I was chairman of the joint committee on tax 
revision, and we found, as I recall it now, some 35 different types of 
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exemptions at the State level. Of course, some of them are justified, 
but a great many of them are not. 

I think that this business of exemptions has grown too big, and it 
represents—it reaches out too far, it has outgrown its original purpose, 
as you said. Now, how would you suggest that we proceed? 

Mr. Carpenter. Well, that is quite a question, and I am not 
enough of a tax expert to deal with it, but I have this very definite 
conviction, that so far as the farmer cooperatives are concerned, that 
problem must be written into the tax law, that whatever is taken from 
the operation of the business is profit, and it should be definitely 
defined. I think probably I am in accord even with a philosophy 
that is not shared by all of our independent people, but I think perhaps 
the small cooperatives, that have just started up, to a certain level 
perhaps, should be excused from the payment of Federal income taxes, 
just in order to give him this opportunity that he has to just build up 
to the point where he is set. 

It would be difficult, of course, to say what that level would be. 
Just for a figure vou could say $25,000, or something else, but that 
would protect this philosophy of giving these farmers the opportunity 
of banding together to try collectively to market their farm products. 

I will even say that you can carry it over to the collective purchasing 
of their farm supplies. 

But, with this tax exemption, the irony of the thing is that coopera- 
tives first gained this tax exemption on the theory that they had come 
into our economic picture to prevent monopoly. 

Senator Benton. In part, that theory was right. 

Mr. Carpenter. That is right. And now, by reason of this tax 
exemption, many of them are becoming an outstanding type of monop- 
oly. 

Senator Benton. Why wouldn’t they, if you taxed their patronage 
dividends, reduced their prices to eliminate that part of the profits 
which had previously been paid out in patronage dividends? Why 
wouldn’t they merely sell their goods at lower prices to their members, 
and thus achieve the same result? 

Mr. Carpenter. That is a very good question, and a lot of our 
independent business people have been frightened stiff by that chal- 
lenge. 

Senator Benton. Are they more afraid of lower prices than they 
are of patronage dividends? 

Mr. Carpenter. I have been in the feed business and in competi- 
tion with cooperatives for a good many years, and that thing will 
never happen. The whole heart and soul and essence of a successful 
cooperative is the patronage dividends idea. 

Senator Benton. You mean psycholvgically? 

Mr. Carpenter. Yes. You are pari of the business, and its one 
annual event in the handing out of checks keeps them going. 

They make mistakes, the same as independents, and it would not 
take 1 year’s assessment or two until your cooperative idea would go 
out the window. 

[ am quite sure that that is true. 

Senator Benton. Couldn’t some kind of a group be set up to study 
this? 

Mr. Carpenter. I think that should be done. I think that a 
group should be set up to study that thing very carefully. 
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Senator Benton. Some of these special privileges are hidden in the 
Treasury regulations. You don’t find them in the law. 

Mr. Carpenter. This one is hidden in the ruling of the Treasury. 

Senator Benton. Oh, it is? 

Mr: Carpenter. So far as the farmer cooperatives go, GLF 
escaping taxes on $1,200,000. 

Senator Henprickson. There is no authorization in the law for the 
regulation? 

Mr. Carpenter. That is right, but your friendly Treasury says 
that their earnings are not profits, as they are in private industry, and 
accordingly they cannot be taxed. 

Now, here is a very significant thing about this matter, and if you 
take the trouble to look into the testimony of the hearings before the 
House Ways and Means Committee and the Senate Finance Com- 
mittee on this issue, you will discover that general counsel for the 
National Council of Cooperatives, in his testimony, put in the record 
the history of 900,000 patronage dividends that were paid during the 
year prior to the giving of his testimony. 

A very heavy percentage of them, those patronage dividends, did 
not exceed $10 per member. 

I just mention that because there has been a lot of fog thrown up 
into this controversial issue, that if you taxed them you were going to 
hurt individual farmers. 

The essence of the thing is that this cooperative operation greatly 
helps the great big farmer, whom you generally find on the local 
board of directors, while the great mass and rank and file of people 
are not receiving more than $10 per year in patronage dividends, 
and percentagewise, a very heavy percentage of them, I think it 
runs up to 90 percent with a hundred dollars or less. 

I think it is very significant in answering the challenge, saying that 
if you tax them it is legislation against the individual farmer. 

Senator Benton. There is always the bait that the patronage divi- 
dend may get bigger next year. 

Mr. Carpenter. That is right, that is part of it, it just can’t help 
but be. 

Senator Henprickson. Do you know whether these cooperatives 
pay taxes at the State and local levels? 

Mr. Carpenter. On the local level, on the State level, we have in the 
State of New York, the one I am familiar with, we have a State 
franchise tax. Well, the State tax departments, the State tax com- 
missioners, grant to them the same ruling that the Treasury grants, 
that the earnings are distributed to the patron members, and they are 
not earnings, so they do not pay a State franchise tax. 

Senator Henprickson. But in New York as in New Jersey they 
pay property taxes? 

Mr. Carpenter. Oh, yes, they pay all of those taxes, school tax, 
State and county tax, and village tax, and that sort of thing, but they 
do get a break on the New York State franchise tax on the same 
philosophy, that what they return to their farmer members is not 
profit. 

Senator Henprickson. Do you have any questions, Dr. Dockeray? 

Mr. Dockeray. I might ask you one question, Mr. Carpenter: 

In the 1951 Revenue Act—I have here that act, or a summary of it 
the major change in the taxation of farm cooperatives is by providing 
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that undistributed earnings are to be taxed at the regular corporate 
rate, and allocated earnings—that used to be the rub, I believe- > will 
also be taxable at the corporate rate. Now, how far does that go? 

Mr. Carpenter. Well, it does not go very far. I don’t have to 
have my papers here—I don’t happen to have them here, I have them 
at the hotel, but Mr. Thatcher of a great grain cooperative out West, 
you are familiar with him, makes the statement that the revision here 
would not cost them a cent of taxes, because under their method of 
allocating they would still be tax-free. Have you seen his statement? 

Mr. Dockrnray. No, I have not. 

Mr. Carpenter. Well, I will mail it to you, and, of course, you have 
good and bad cooperatives. You have got many of these cooperatives, 
and that one that just never gives returns of earnings in cash patron- 
age dividends, they have handed out certificates, and one of the ironies 
of this thing is now that the farmer member, in his income tax, his 
individual income tax return, must report and pay on those paper 
certificates. He does not get the money, but he has to pay. It will 
cost him more money, and in many instances throw him into a higher 
bracket. 

But I will say this in all fairness, that the GLF is our principal 
competitor in New York State and in New Jersey, and a few sections 
of Pennsylvania, and they have not made it a practice of returning 
patronage div idends in se rip. They paid in cash. 

But many of the co-ops have not followed that rule. 

Senator Henpricxson. Mr. Carpenter, you have heard all the 
previous witnesses. Would you disagree with any of the testimony 
that was developed here this morning? 


Mr. Carpenter. No. I think I am very much in accord with it. 
I think that our economy is in a terrific mess, particularly from the 
standpoint of this high tax rate. I am not familiar with what it does 
to big business, but I do know that it will just wreck small business, 
taking the whole heart out of the thing. Fellows are discouraged, 


”? 


and say, “What is the use. 

From a trade association standpoint, we are trying to alert and 
encourage them to better merchandising methods and increasing sales 
volume. 

We get back the answer, ‘What is the use, if we do this job and 
get the blood it takes to accomplish this, what do we have left after 
we pay our Federal income taxes?” 

So you cannot get away from it. These small businessmen all 
across America are just absolutely discouraged, and many of the 
small people who are going into business today in one line or the other 
are not conscious of what they are going to meet from the standpoint 
of this high income tax. 

And I think even from the standpoint of your large corporations, 
take General Motors, what is going to happen to General Motors, 
if this little local automobile dealer in Sherburne, and millions of 
other small towns, cannot take those cars and merchandise them at a 
profit that will make him enthusiastic about maintaining and im- 
proving and expanding that retail business? 

Unfortunately, this retailer in every line, as I see it, has just been 
the forgotten man in the thinking of our general public, and legisla- 
tively, because if he just bogs down and goes out of business, T will 
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tell you that you are going to have a back-up of distribution in the 
country. It won’t be a depression, it will be a panic that we will face. 

Senator Henprickson. You heard Mr. Stalling testify this morn- 
ing, and he referred to the red tape. 

Now, which, in your judgment, is the worst of the two evils, the 
taxes or the red tape? 

Mr. Carpenter. Well, fundamentally, the taxes are the worst. 
Red tape is bad enough. I don’t mind saying to you that under 
OPS regulations everybody who manufactures feed is supposed, by 
a certain date, to file his price ceiling, and his pre-Korean margin, 
and if he fails to do so he is subject to penalties. 

Now, I don’t mind saying it, and I will say it to the OPS, that I 
don't believe 35 percent of all of our small feed manufacturers have 
done it, because of the red tape that is involved. 

Now, we belp them as much as we can in trying to straighten them 
out, and this proposition of applying for an increase in margins, be- 
cause of increased ¢osts—probably you have seen the forms—well, 
there is one fellow, one of my members put it this way, and I thought 
it was very clever, a very clever definition of it, because after looking 
it over he said: “Well, this form is not made to help you, it is made 
deliberately to complic ate matters from the standpoint of discouraging 
you from applying for an increase.” 

Now, the slow- -moving tardiness that comes from a proposition 
of red tape down there, I have an illustration right along tbat line, 
early in February one member called and said, ‘‘We want to make an 
application to increase our ceiling on our service charges.” That is 
another segment of the grinding and mixing and pelleting, and that 
sort of thing. 

So I called OPS on the telephone. I happen to know the men in the 
feed division, and I told them our problem, and won! they kindly 
get me blanks right up there. 

I waited a week, and they still did not come. I called again, and 
then I got the answer that they were sorry, but they guessed the 
reason they had not gotten along was that the printer had been slow 
in delivering them, and they suggested that I contact our district 
office in Syracuse, N. Y. 

I sent my coworker there, and he spent, by the watch, an hour and 
45 minutes in that office, just trying to get the blanks, and then they 
handed them to him, and be brought them right back, and they were 
blanks for applying for increases in margins on the feeds. 

So I called them up and told them that there must be other blanks. 
They stated they used the same set for both purposes. 

I sent them to this fellow with suggestions, and I know that he 
won’t fill them out on that complicated mess 

Then as of March 4, I got a letter from the OPS saving that they 
were sending me the blanks, just exactly a month had expired, and 
then with their letter, or after their letter came through, the proper 
blanks came through, but we had been 6 weeks trying to get them, and 
this fellow suffered. 

Oh, the red tape, and the complications, and the slow moving of 
this Government proposition, why, it literally burns the red blood in 
an American businessman up. 

Senator Brenton. It sounds almost as bad as the cooperatives. 
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that undistributed earnings are to be taxed at the regular corporate 
rate, and allocated earnings—that used to be the rub, I believe—will 
also be taxable at the corporate rate. Now, how far does that go? 
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and that one that just never gives returns of earnings in cash patron- 
age dividends, they have handed out certificates, and one of the ironies 
of this thing is now that the farmer member, in his income tax, his 
individual income tax return, must report and pay on those paper 
certificates. He does not get the money, but he has to pay. It will 
cost him more money, and in many instances throw him into a higher 
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But I will say this in all fairness, that the GLF is our principal 
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previous witnesses. Would you disagree with any of the testimony 
that was developed here this morning? 

Mr. Carpenter. No. I think I am very much in accord with it. 
I think that our economy is in a terrific mess, particularly from the 
standpoint of this high tax rate. I am not familiar with what it does 
to big business, but I do know that it will just wreck small business, 
taking the whole heart out of the thing. Fellows are discouraged, 
and say, “What is the use.” 

From a trade association standpoint, we are trying to alert and 
encourage them to better merchandising methods and increasing sales 
volume. 

We get back the answer, “‘What is the use, if we do this job and 
get the blood it takes to accomplish this, what do we have left after 
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So you cannot get away from it. These small businessmen all 
across America are just absolutely discouraged, and many of the 
small people who are going into business today in one line or the other 
are not conscious of what “they are going to meet from the standpoint 
of this high income tax. 

And I think even from the standpoint of your large corporations, 
take General Motors, what is going to happen to General Motors, 
if this little local automobile dealer in Sherburne, and millions of 
other small towns, cannot take those cars and merchandise them at a 
profit that will make him enthusiastic about maintaining and im- 
proving and expanding that retail business? 

Unfortunately, this retailer in every line, as I see it, has just been 
the forgotten man in the thinking of our general public, and legisla- 
tively, because if he just bogs down and goes out of business, I will 
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tell you that you are going to have a back-up of distribution in the 
country. It won’t be a depression, it will be a panic that we will face. 

Senator Henprickxson. You heard Mr. Stalling testify this morn- 
ing, and he referred to the red tape. 

‘Now, which, in your judgment, is the worst of the two evils, the 
taxes or the red tape? 

Mr. Carpenter. Well, fundamentally, the taxes are the worst. 
Red tape is bad enough. I don’t mind saying to you that under 
OPS regulations everybody who manufactures feed is supposed, by 
a certain date, to file his price ceiling, and his pre-Korean margin, 
and if he fails to do so he is subject. to penalties. 

Now, I don’t mind saying it, and I will say it to the OPS, that I 
don’t believe 35 percent of all of our small feed manufacturers have 
done it, because of the red tape that is involved. 

Now, we belp them as much as we can in trying to straighten them 
out, and this proposition of applying for an increase in margins, be- 
cause of increased costs—probably you have seen the forms—well, 
there is one fellow, one of my members put it this way, and I thought 
it was very clever, a very clever definition of it, because after looking 
it over he said: ‘‘ Well, this form is not made to help you, it is made 
deliberately to complicate matters from the standpoint of discouraging 
you from applying for an increase. 

Now, the slow- -moving tardiness that comes from a proposition 
of red tape down there, I have an illustration right along tbat line, 
early in February one member called and said, ‘‘We want to make an 
application to increase our ceiling on our service charges.” That is 
another segment of the grinding and mixing and pelleting, and that 
sort of thing. 

So I called OPS on the telephone. I happen to know the men in the 
feed division, and I told them our problem, and won! they kindly 
get me blanks right up there. 

I waited a week, and they still did not come. I called again, and 
then I got the answer that they were sorry, but they guesse id the 
reason they had not gotten along was that the printer had been slow 
in delivering them, and they suggested that 1 contact our district 
office in Syracuse, N. Y. 

I sent my coworker there, and he spent, by the watch, an hour and 
45 minutes in that office, just trying to get the blanks, and then they 
handed them to him, and be brought them right back, and they were 
blanks for applying for increases in margins on the feeds. 

So I called them up and told them that there must be other blanks. 
They stated they used the same set for both purposes. 

I sent them to this fellow with suggestions, and I know that he 
won't fill them out on that complicated mess. 

Then as of March 4, I got a letter from the OPS saying that they 
were sending me the blanks, just exactly a month had expired, and 
then with their letter, or after their letter came through, the proper 
blanks came through, but we had been 6 weeks trying to get them, and 
this fellow suffered. 

Oh, the red tape, and the complications, and the slow moving of 
this Government proposition, why, it literally burns the red blood in 
an American businessman up. 

Senator Brenton. It sounds almost as bad as the cooperatives. 
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Mr. Carpenter. I will tell you this, if American industry and busi- 
ness operated on the same premises, God pity our American economy. 

Senator Henpricxson. Did you have any questions, Senator? 

Senator Benton. No. 

Senator Henprickson. Well, you have made a real contribution, 
and you have given us a lot of food for thought. We appreciate it. 

Mr. Carpenter. I thank you. You have. been very gracious to 
hear me over such a lengthy period of time. 

Senator Henprickson. We have enjoyed your testimony. Iseea 
very distinguished lawyer here from New York, and a gentleman with 
a very distinguished military record in the last war. 

I wonder if Major Sirota would want to make any contribution to 
this tax question. 

Mr. Srrora. Yes, please. 


STATEMENT OF NATHAN SIROTA, TAX ATTORNEY, NEW YORK 
CITY 


Senator Henprickson. Will you identify yourself for the record, 
please. 

Mr. Srrora. Nathan Sirota, 175 Fifth Avenue, New York City. 

I have been a tax attorney for quite a number of years, and I am 
extremely interested in the subject of taxation of the small-business 
man. 

It seems to me that all the tax laws which have been passed con- 
cerning corporations have the large corporations in mind, because 
results are produced with the small corporations which are rather 
startling at times. 

Usually the form of the business, of the small business, one or two 
people go into business, and then they generally form a corporation. 
Most real estate is owned in corporate form, as a rule. 

When a man wants to sell his business, or sell his real estate, for 
example, the corporation pays one tax, and when he gets the proceeds 
he pays another tax. There are two taxes paid. 

I feel that that result is simply occasioned by the tax laws that were 
necessary for large corporations. I believe that smal! corporations 
have increased in such quantity that they deserve consideration 
special and apart from large corporations. 

Senator Benton. May I interrupt, Mr. Chairman? 

Senator Henprickson. Indeed, Senator Benton. 

Senator Benton. I am greatly interested in the line of testimony 
that Major Sirota is pursuing, and I would like to ask Mr. Dockeray 
a question, just to clarify my own mind, as the witness proceeds. 

During the war, when I served as Vice Chairman of the Committee 
for Economic Development, we in the Small Business Committee 
were greatly concerned about the exact problem that the witness is 
describing. 

The Committee for Economic Development, as I recall, recom- 
mended that corporations with fewer than a certain number of stock- 
holders be given the privilege of filing their tax returns on a partner- 
ship basis, if this was advantageous to the ownership group. 

Now, that, to me, is equitable. I believe it is not only eminently 
fair, and would eliminate the double taxation, but it would give the 
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smaller stockholders of corporations a chance to be taxed under 
lower personal tax rate than the corporate rate, if this is what their 
share of the corporate income warrants. 

In many cases such an option would give the stockholders of the 
smaller corporation a lower tax rate than the corporate tax rate on 
$25,000. 

Now, Mr. Dockeray, has that idea been pursued by our tax com- 
mittees or by the Treasury Department? Has a serious study been 
made of the implications of that recommendation? I recall at the 
time the discussion about whether the limit on stockholders should be 
5 people, 10, or 20, and the difficulty of trying to decide at what point 
the Government should shut off the privilege. 

Mr. Docxrray. That has been looked into, at least by the Treasury 
Department, at various times, as part of the consideration of the 
many recommendations that have come in. 

Senator Benton. Has it ever been recommended by the Treasury? 

Mr. Docxeray. I don’t believe so. It introduced a complication, 
it brought in more red tape, since the taxpayer would have to compute 
it one more alternative way. 

Senator Benron. No, he certainly does not have to do that. He 
merely has the privilege of doing it. 

Mr. Docxeray. He must, in order to find out which way he wants 
to do it. 

Senator Benton. | would not agree on that. I propose to give 
him a privilege. If he does not want to avail himself of that privi- 
lege, it is perfectly all right; but if he does, he can make the com- 
putation and it may work out to his advantage. 

Mr. Docxeray. Well, whether it is to his advantage or not, it is 
not a simple thing. It depends upon the tax position of the partners 
in total. So that the amount of relief it would give would be pretty 
hard to determine. 

Senator Benton. It would give the owners in a great many small 
corporations a great deal of relief, as 1 am sure every tax lawyer 
who handles such corporations would attest. 

Mr. Strora. I believe if he is given an opportunity—— 

Senator Benton. Here we have a perfect case study of the fact 
that the tax laws are passed with the big corporations in mind. Why 
shouldn’t the smaller fellow, who with a couple of brothers or his 
wife and friends—he is running a restaurant, let us say, and wants to 
incorporate for the protection a corporation gives him—why shouldn’t 
he be allowed to calculate his earnings and pay taxes on them the 
way a group operating a law firm calculates its taxes? 

Mr. Dockrray. What you are saying there, I think, could be 
stated another way, that the form of organization ought not to be 
such an important factor in determining the tax burden on business 
income. 

Senator Benton. Yes; I am saying that, and there is no loss of 
equity, which is the heart of what we are after here, in this proposal. 
A law firm does not have to run into debt, it doesn’t have to buy 
supplies and carry inventories, and so on and so on, as does a restaurant 
or manufacturer. 

There are other reasons why lawyers don’t need a corporate struc- 
ture in addition to the code of the profession. But the corporate 
structure is of great importance to small business and thus to our 
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whole economy. The small-business man should be privileged to 
incorporate, and at the same time in all equity he should be allowed to 
pay taxes on comparable incomes of exactly comparable amounts with 
lawyers or doctors or other people who do not incorporate. 

Mr. Strora. As a matter of fact—— 

Senator Benton. Would you accept that, Mr. Chairman? 

Senator Henpricxson. I think so. 

Senator Benton. Mr. Sirota, isn’t that what you are leading up to? 

Mr. Strora. That is right. I believe if some formula could be 
found which would draw the line, that would be fine 

Senator Benton. It would probably have to be an arbitrary 
figure. I believe the SEC states when there are more than 20 stock- 
holders, a company seeking financing has to file an SIC report. 

If the SEC does that, it is wholly arbitrary, because why should 
the number be 20 instead of 15 or 10? Somebody looked up at the 
sky one night and pulled down the figure of 20. It is arbitrary, but 
that does not mean that it isn’t equitable. However, 20 seems to me 
a little high on the proposal I ae been stweniineer 

Mr. Strora. Yes; that might be high, but at least any arbitrary 
figure is better than nothing at all. 

[ think it would be more equitable to people who have businesses 
that they would like to sell and move to some other venture, and per- 
haps they cannot do it; they are stymied, and it is impossible to sell 
because of the double tax. There has been so much litigation and 
uncertainty as to this double taxation, and ways of avoiding it, and 
so forth, and the line is so uncertain that I think the matter could be 
cleared up. 

Senator Benron. I have been thinking of the double tax, not or. 
the sale, but the potential injustice in the payment of dividends. It 
is inevitable, if you don’t sell—— 

Ir. Strrota. That is right. 

Senator PEnToN (continuing). You cannot avoid the possibility of 
the double tax if you don’t sell. If you don’t sell you pay a corporate 
tax, and the ‘n you have to pay a tax on dividends, if you pay out divi- 
dends. The total tax may be far higher than the shareholder would 
pay as a partner in a partnership. The corporate tax plus personal 
tax on salary and dividends puts him into a higher tax bracket than 
a man of comparable income elsewhere. 

Mr. Srrora. I think the idea of allowing the privilege to file as a 
partnership is a good one, but there may be some other means of 
accomplishing the same thing, too. 

Se nator Benvon. Will you give us another comparable suggestion? 

Mr. Srrota. For example, there might be—— 

Senator Benton. If the Government starts to give small corpora- 
tions higher exemptions, or a lower corporate rate on the first block of 
earnings, or other special privileges, we may depart from the need for 
equity which should apply to our tax structure as a whole. 

Mr. Sirora. Well, there may be difficulties. It may cause inequi- 
ties. But perhaps with some sufficient thought, with some means of 
perhaps taxing small corporations similar to—well, perhaps not taxing 
them as corporations—but at a rate which will produce the same 
effect as it would to partners, and having a small tax on dividends, 
perhaps. 

Senator Benton. My suggestion would alter the tax on dividends. 
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Mr. Srrora. I think it would be a better suggestion, if it can be 
worked out, but I believe that there could be found other means to 
alleviate the situation. 

Senator Henpricxson. Would you be willing to try your hand 
with a draft of your general idea, and submit it to the committee? 

Mr. Strota. I would be delighted to do that. 

Senator Henprickxson. Because I think you have something quite 
worth while there. 

Senator Benton. Senator Hendrickson, I think yours is a very 
constructive suggestion. Mr. Sirota, I suggest that you get from Dr. 
Dockeray and the Treasury such bac keround as the recommendations 
of the Committee for Economic Development, the United States 
chamber reports on their studies on taxes, and all other such back- 
ground as there is on this subject. I suspect a good many people at 
one time or another have taken a flier ot this problem, and the processes 
of the Government and the Treasury and the tax committee must 
have tended to defeat many a good man before you. If you have the 
record of all who have gone before you, you may get a great deal of 
helpful guidance. 

Mr. Srrota. I believe that I can get that information. I would 
like to know how much time I would have to do that. 

Senator Henpricxson. Well, we will not conclude these hearings 
Nation-wide for another month. 

Mr. Srrota. Fine. That will give me ample time. 

Senator HenpricKson. So you will have a month to work on it. 

Mr. Srrota. Good. 

Senator Henprickson. But as I recall it, you specialize in tax law, 
don’t you? 

Mr. Srrota. That is right. 

Senator Henprickson. Well, I think your experience will be very 
helpful to us, 

Senator Benton. Taxes are almost as good a business today as the 
oil business. 

Senator Henprickson. Have you anything to add, Nathan? 

Mr. Strova. No, I believe that is the only point I wanted to get 
across. 

Senator Henprickson. Well, we are very grateful to you for coming 
over from New York to give us the benefit of your broad experience. 

Mr. Strota. Thank you very much. 

(The material furnished by Mr. Sirota is as follows:) 


TAXATION OF SMALL CORPORATIONS AS PARTNERSHIPS—A Tax RELIEF 
PROPOSAL 


(Submitted at the request of the Subeommittee on Taxation of the 
Select Committee on Small Business) 


The idea of treating certain corporations as partnerships for income-tax pur- 
poses is not & novel one. It has been embodied in tax proposals of various 
organizations,! and has been the subject of analytical study by the Treasury 
Department? Although these examinations of the partnership method of tax- 
ing corporations were not always limited to small corporations, and the economic 
justification and purposes were not always identical, the difficulties encountered 

1 National Tax Association, Proceedings of the Thirty-second National Conference, 1939, p. 555; United 
States Smaller War Plants Corporation, Economic Report, Taxation, 1945, p. 35. 

2 “Taxation of Small Business’, Treasury Tax Study, U. S. Treasury Department, Division of Tax Re- 
search, 1949; ‘The Postwar Corporate Structure”, Richard B. Goode, U.S. Treasury Department, Division 
of Tax Research, 1946. 
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were, by and large, similar-—the administrative obstacles appeared to be in- 
surmountable. Since perfection can be attained only in heaven, it is submitted 
that a practical proposal, less than perfect, but workable, can substantially 
accomplish the desired results. 

The purpose of this memorandum, therefore, is to present the need for such a 
proposal, its major obstacles, and recommendations designed to produce maxi- 
mum tax relief with minimum administrative complications. 

Taxation purports to be realistic. So much so, that well-established legal 
concepts are not necessarily conclusive for tax purposes where they are incon- 
gruous with “reality”. Taxation of corporations, however, including as it does, 
all corporations without regard to size or other factors, ignores reality, resulting 
in tax inequality. In this respect, there is a need for a realistic approach in 
viewing business organizations, particularly small closely held corporations which 
are more like partnerships than corporations. The present unrealistic taxation 
of such corporations has the further effect of tying up investments and stifling 
the growth of small business by discouraging the movement of risk capital. 

Without laboring the point, it is sufficiently clear that a small closely held 
corporation is, in reality, a partnership or individual proprietorship, but for the 
corporate veil. Despite a trend toward reality in viewing trusts and various 
other business organizations,‘ the small corporation with all the characteristics 
of a partnership remains an entity for tax purposes. The interposition of a fic- 
titious corporate veil between business operations and ownership does not logi- 
cally justify taxation of such a business as an entity. The filing of a charter 
and the superficial compliance with local law by the use of dummy incorporators, 
directors, officers, token meetings, token corporate books, etc., should not be 
conclusive for tax purposes. Corporate taxes were meant to apply to business 
entities which by their nature have all of the characteristics commonly attributed 
to corporations. Application to small corporations lacking such characteristics 
produces an unequal tax treatment between the small incorporated business 
and the small unincorporated business—an inequality which is not warranted 
by technical “distinctions without differences.” 

Some of the tax consequences of using the corporate form by a business which, 
in reality, is more like a partnership or individual proprietorship, can be outlined 
as follows: 

(a) Profits of the corporation are taxed first to the corporation and then 
to the shareholders when distributed. In the case of the shareholder of a 
small corporation, there is a real impact of double taxation, whereas it is a 
remote factor to the investor in securities of a large publicly held corporation. 
The impact is particularly oppressive where there is a liquidation producing 
gain on appreciated corporate property. There is considerable risk involved 
(and little chance of success) where the owners of a small corporation try to 
avoid the double tax on liquidation.’ The result is that investments in 
corporations owning appreciated property are tied up. 

(b) Control of the distribution and retention of earnings is restricted by 
the danger of penalties for ‘‘unreasonable accumulations of surplus.’’ ® 

(c) To justify reasonableness of salaries to officers, the corporation may 
have to pay out salaries to officer-shareholders in loss years, which will be 
taxed to the recipients despite the fact that their business suffered a loss. 

(d) Losses sustained by the corporation may not be availed of by the 
shareholders as an offset against other income, and conversely, losses sus- 
tained by the shareholders from other sources may not be offset against 
corporate profits. A small corporation may have a few loss years, particular- 
lv in the formative years, seriously impairing the investments of its few 
shareholders, while at the same time, the shareholders may be taxed on 
income from other sources. 

(e) Income which is subject to the more favorable capital-gains treatment, 
and even income which is fully exempt from tax, becomes fully taxable to the 
shareholders when distributed to them. 


8 Helvering v. Clifford, s U. 8. 331, 60 S. Ct. 554 (1940); Gregory v. Helvering, 293 U. 8. 465, 55 8. Ct. 266 
(1935); reg. 111, sec. 29. “Classification ‘a taxables—for the purpose of taxation the intern al Revenue 
Code makes its own aan ation and pre scribes its own standards of classification. Local law is of no 


importance in this connection. * * 


4 See note 2, supra 

’ Commissioner v. Court Holding Co., 324, U. S. 331, 65 S. Ct. 707, (1945): but see United States vy. Cumer- 
land Public Service Co., 338 U. 8. 451, 70 S: Ct. 280, (1950), where a gain on a sale of corporate property after 
liquidation and dissolution was held to be a sale by the shareholders and therefore not taxed to the cor- 
poration 

6 Sec. 102, Internal Revenue Code. 
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In many cases these tax disadvantages are borne by individuals who incorpo- 
ated their small business for compelling reasons other than tax reasons, for ex- 
mple, for the limited liability which the corporate form affords. The desire to 

safeguard personal savings and assets from business risks makes it highly desirable 
to conduct business in corporate form. While it is conceded that the corporate 
form is advantageous taxwise in some instances, many small businesses are 
finding it increasingly inadvisable to incorporate due to increased corporate in- 
come-tax rates, excess-profits taxes, and the inevitable ‘‘double taxation.” 

This proposal purports to provide tax relief to owners of small corporations by 
taxing them as partners, thus producing substantial equalization of taxation 
between incorporated and unincorporated businesses. Such tax relief would 
stimulate the growth of small corporations and encourage new ventures by freeing 
the movement of risk capital. The major obstacles to the implementation of this 
proposed method of taxing small corporations are listed below: 

(a) It is difficult to draw the line in determining the class of taxpayers to 
which the partnership method should be available, since both equity and 
practicability must be considered. 

(b) A compulsory method may be unconstitutional.” 

(c) If the method is optional, the question of the percentage of stock 
ownership necessary to exercise the option raises difficulties so far as unwilling 
minority stockholders are concerned. 

(d) There is a hardship on cash basis stockholders who may not have 
sufficient funds with which to pay a tax on non-distributed income. 

(e) The tax benefits of such a method may be more fanciful than real, 
particularly as to retained earnings. 

(f) The method may not be feasible due to administrative difficulties which 
may outweigh the tax relief. 

(g) The mathematical and technical difficulties of compliance may out- 
weigh the benefits. 

Each of these obstacles will be considered together with recommendations 
intended to overcome them. Necessarily, the recommendations are fairly rigid 
in order to avoid undue complexity in interpretation and operation. 

The first obstacle, although not necessarily the most important, is the delimita- 
tion of the area to be affected. The term ‘‘small corporation’”’ has been defined 
in various ways, depending upon such criteria, among others, as income, net 
worth, assets, sales, number of employees, and character of ownership.’ The 
intent, here, is to draw the line between publicly held corporations, and corpo- 
rations which are more like partnerships in operation. 

A corporation to be eligible should be owned by a small number of individuals. 
Where a small number of individuals contribute to the capital of a corporation, 
the aggregate bears a close relationship to the individual contributions, whereas 
in the case of a corporation with a large number of shareholders, the aggregate 
capital is so economically unrelated to the individual contributions, that one 
readily can conclude that the latter corporation has a distinct character, separate 
and apart from its shareholders. The former corporation is a partnership in the 
economic sense. Somewhere between these two extremes there is an indefinite 
line of demarcation. However, for tax purposes, it is desirable to draw a definite 
line, although arbitrary. It is therefore suggested that ownership, direct or in- 
direct, by not more than 10 or 12 individuals be a requirement for eligibility. 

It would be advisable to further limit the area to those corporations which have 
only one class of stock outstanding. A complicated capital structure is charac- 
teristic of a corporation in the usual sense, and generally applies to larger cor- 
porations. In addition, the requirement limiting tax relief to corporations having 
only one class of stock would be practical from an administrative point of view. 

‘his limitation would qualify a great many small corporations now in existence, 
and new corporations to be formed might consider well the advisability of issuing 
only one class of stock in order to qualify. Although the area thus delimited 
would include by definition some large closely held corporations, in practice 
they would ordinarily not be affected. But even if they were affected, such 
relief may very well be granted to the larger closely held corporations. At any 
rate, the relatively small number of large corporations which could qualify does 


7 The National Tax Association, Proceedings of the Thirty-second National Conference, 1939, p. 541, 
recommended compulsory partnership treatment of corporations to the limit of its practicability, further 
recommending a constitutional amendment if necessary. It would seem that the “limit of practicability” 
of the compulsory method is reached almost immediately upon its suggestion 

8 “Taxation of Small Business,’’ Treasury Department, Division of Tax Research 1949, pp. 32-35, pre- 
sents a variety of definitions of small business suggested by Government agencies and private sources, in 
addition to a consideration of criteria of a definition for tax purposes 
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not basically change the character of this proposal as a proposal for tax relief for 
small business. 

The partnership method should be on an optional basis for two reasons. Firsg, 
it would avoid the question of constitutionality which a compulsory partnership 
method contemplates. Second, an option would provide tax relief, because only 
those corporations which would benefit thereby would exercise the option. The 
option itself raises further problems. What percentage of stock ownership should 
be necessary to exercise the option? If only a majority is necessary, minority 
stockholders may suffer an immediate disadvantage. In the case of corporations 
which retain a large portion of their earnings, nonconsenting minority stockholders 
who are in high personal tax brackets may pay a higher tax on nondistributed 
earnings than the corporation woull pay. Admittedly, this argument is more 
practical than equitable. A requirement that there be 100-percent stockholder 
agreem2nt would be a simple solution. In view of the personal nature of small 
corporations, unanimous stockholder agreement is not an unreasonable require- 
ment. The option would be binding for subsequent years, subject however to 
reclassification upon application by 100 percent of the shareholders, and a showing 
that there has been a substantial change in capital structure or stock ownership. 

Since the income tax will be imposed on shareholders as if they were partners, 
it would appear that they would be required to pay a tax on income not received 
by them where the corporation does not currently distribute all its earnings. 
The problem becomes more acute where a cash-basis shareholder does not have 
sufficient funds to pay a tax on nondistributed income. It has been argued that 
such a tax is justified on the theory that corporate earnings represent income to 
the shareholders whether distributed or not, the undistributed earnings being 
equivalent to savings. Although this argument has much merit to it, it does 
not help the shareholder pay a tax on income he has not received. To remedy 
this situation, a corporation which elects to be treated as a partnership would be 
required to withhold the tax on each shareholder’s proportionate share of corporate 
“arnings (similar to withholding from wages). This requirement would be simple 
in operation in view of the definition of ‘‘small corporations” permitted to exercise 
the option. 

Where a corporation currently distributes all or almost all of its earnings, the 
partnership option would provide a tax benefit to all shareholders, although the 
extent of the benefit will vary. The low income shareholder would derive the 
greatest benefit, his distributive share of corporate earnings being taxed only 
once, and at rates lower than corporate rates. The high-income shareholder 
would benefit to a lesser extent. Although his net yield from a dollar of corporate 
earnings would be larger than formerly, the percentage of increase would be smaller 
than in the case «* the low-income shareholder. The benefit from avoiding an 
immediate doul ax on each dollar of corporate earnings is obvious. However, 
it becomes more doubtful where a corporation does not currently distribute its 
earnings. Shareholders who are in higher-tax brackets than the corporate rates 
may prefer to postpone the personal-income tax and get out the retained earnings 
in a future year, perhaps at capital-gains rates, rather than pay a current tax 
which the partnership method contemplates. In many cases, tax benefit from 
postponement is illusory, because it is too speculative. Future tax rates, capital- 
gains treatment, income, and other related factors cannot be predicted with any 
degree of certainty. Considering present corporate and personal-tax rates, and 
the doubtful prospect of lower rates, it is submitted that a single tax under the 
partnership option would be beneficial in the long run. 

Further tax benefit would be realized under the partnership option because 
corporate income that is exempt from tax or entitled to capital-gains treatment 
would retain its identity when taxed to the shareholders. Maintaining the 
identity of these items of special income would not be impracticable in view of 
the requirements for eligibility which limit the option to corporations which are 
partnerships in the economic sense. Under the partnership method, corporate 
losses could be used by the shareholders to offset other income. In short, the 
tax advantages of being taxed as partners would be available to those owners of 
small corporations who would benefit thereby, and who are eligible for such 
treatment. 

Despite the equity of the partnership option, it has been s iggested that the 
game may not be worth the candle, due to technical and administrative difficulties. 
The recommendations outlined above are primarily intended to overcome such 
difficulties, even to the extent of compromising with equity at times. It is 


* National Tax Association, Proceedings of the Thirty-second National Conference, 1939. 
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submitted that legislation embodving these recommendations, with minor refine- 
ments, will substantially effectuate desirable tax relief for small business. 

Although not properly part of the within proposal, there is another area in 
which tax relief for small business is needed, and which deserves some comment 
here. Risk capital in small business should be recognized for tax purposes as one 
of the necessary costs of doing business. An equitable distinction can be made 
between the individual who earns $10,000 of salary income and the storekeeper 
or manufacturer who earns $10,000 from a business in which he has invested risk 
capital of $50,000. The latter’s income is only a ‘‘paper’”’ income, so long as his 
investment remains at the risk of the business, and it is discouraging to have to 
pay high income taxes on such earnings, without adequate provision for the risks 
involved. Although reference is made to this problem, no attempt is made here 
to examine its ramifications, or to make any recommendations, other than to 
suggest that it merits careful legislative consideration in the interest of small 
business. 

Respectfully submitted. 

N. H. Srrora. 

Senator Henpricxson. Well, I think we had better recess until 2 
o’C ‘loc k. 

Before we do, however, I see Mr. Thompson out there in the audi- 
ence, and I wonder if he would not care to throw some light on this 
great problem of taxation. 


STATEMENT OF LOUIS E. THOMPSON, SEA GIRT, N. J. 


Mr. Trompson. I will present my short testimony at this time in 
order to leave the afternoon open for other witnesses. I would like to 
speak as an individual small capitalist. 

My name is Louis E. Thompson, and I reside at 315 Washington 
Boulevard, Sea Girt, N. 

Senator Benron. I am ‘ia that you are not afraid to use the word 
“capitalist.” Neither am I. 

Mr. 'THompson. My intention was to listen to Mr. Tillinghast’s 
testimony, and then I expected simply to say, “Me, too,” to his 
testimony, because I know that his organization investigates very 
thoroughly the tax problems of this State and of the Nation, and it 
would be superfluous for me to add to the figures which I expect he 
will submit. 

Of course, it is unreasonable for me to say now that I agree with 
everything he says, because he has not said anything yet. 

Senator Benron. You are giving him a very good introduction. 

Mr. Tuompson. The reason I am going to testify at this time is to 
add to what Mr. Carpenter said, and in answer to Senator Hendrick- 
son’s question as to how we should attack the exemptions, the cor- 
recting of the exemptions from Federal income tax. 

As I recall, this incident will answer your question, Senator: 

I was in Washington during the OPS days, and they inveigled me 
into accompanying a commercial chemist, who wished to appear 
before the Ways and Means Cominittes to protest against his unfair 
situation in doing chemical research work, in competition with the 
officials of State universities, who were able to do the work at a much 
lower figure, since the university was exempt from Federal income 
taxes, as an educational institution. 

This gentleman made his living by making chemical researches for 
industries, and of course he had to pay his income tax. 

We interviewed Mr. Colin Stam, an official of the Ways and Means 
Committee of Congress. 
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The chemist outlined his difficulties by saying that he has lost a 
great deal of business, or had to do it at too small a price, because the 
university did it at a much smaller figure. 

I suggested to Mr. Stam that the gentleman’s difficulty was found 
in that the university, as such, received the exemption, and that the 
lawmakers had not thought of the transaction of business done, but 
thought of persons performing the service or doing the business. 

If the Ways and Means Committee and the Small Business Com- 
mittee would turn their attention in every case to the nature of the 
transaction which produced the profit which should be taxed, they 
could avoid considering who transacts the business, whether he was 
a chemist, whether he was a farmer, or whether he had a savin 
bank; the transaction that produces the money should be the sole 
manager of the profit and the taxability. 

Now, in regard to the effect on taxpayers generally in this State, it 
is illustrated “by the fact that the legislature last year amended its 
charter law for farm cooperatives to enable them in this State to 
conform to the Federal laws, to take full advantage of the income-tax 
exemption enjoyed by farm cooperatives. 

The same legislature changed the laws on the taxation of produce- 
credit administration, and one other farm group, the exact title of 
which I cannot remember, for the same purpose, enabling them to 
take advantage in this State of the Federal income tax which, under 
the law in 1949, they were not able to do, to a full extent. 

Senator, you asked as to taxation of various States on the earnings 
of cooperatives. 

As I recall it, the State of Pennsylvania, 5 or 6 years ago, changed 
its income tax to place a small tax on the earnings of agric ultural 
cooperatives in that State, and they defined the very limited way in 
which those earnings were to be taxed, and in Maryland I am reason- 
ably sure that that State exempts the farm cooperatives from—well, 
1 guess it is a l-percent income tax that they have on the business 
profits in Maryland. It might have been changed. 

The last I knew they had an exemption there, too. 

Senator Henprickson. But they do pay local taxes on the crop? 

Mr. THompson. Yes. I am speaking now of income, the tax on 
the earnings. 

Senator Henprickson. I understand. 

Mr. Tompson. The whole problem is confused, because the 
legislature, naturally, looks at who is in the business, rather than 
the nature of the transaction. If it is a business done for profit, 
that should be considered alone, regardless of whether it is a religious 
organization, or a farm organization, or a university that performs 
the service at a profit. Then your troubles will be over. 

Now, if you wish to have me testify after Mr. Tillinghast does this 
afternoon, I will be quite willing to do so. 

Senator Henprickson. Well, Mr. Tillinghast has arrived, and I 
thought rather than recess now that we might hear from Mr. Tillin- 
ghast, and then you can come back on the stand, if you so desire. 

Mr. Tuompson. That is all I have to say on that. 

Senator Benton. Could I make one comment? 

Senator Henpricxson. Yes, Senator Benton. 

Senator Benton. I am a trustee of a university, and also a college, 
as well as other philanthrophies, and I have a special interest in the 
point you have just made. 
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I don’t think it is valid, applied to a university. We would not 
have any top flight chemical research in this country without univer- 
sities. Your friend would probably have no business except for the 
training he received at a university. The basic research which under- 
lies all of the applied research involved in his reports comes from the 
universities. I think your friend in looking at a university as a profit- 
making institution, is short sighted. He should look upon the uni- 
versities as the sources from which the chemist draws his inspiration, 
his training, his past and his future. 

Mr. THompson. Senator Benton, when you adopt that philosophy 
of thinking, you are unable to stop. You then get to the place where 
a mammoth corporation—— 

Senator Benton. No. I think that educational institutions and 
religious institutions have a special role to play in this country, and 
they are not to be thought of as profit-seeking institutions. 

I don’t think that you should take our universities and place them 
in the business arena. 

The best of our universities are devoted primarily to pure research, 
to the kind of research that undergirds and underpins all of the 
applied research of such organizations as that of your friend. 

Mr. Tuompson. Well, perhaps, I did not make it clear, that this 
gentleman whose complaint was taken by Mr. Stam was doing simply 
the commercial chemical investigation for manufacturing concerns, and 
the university was doing the same thing. This was just commercial 
work, not exploration work. 

Senator Benron. It is most unusual for universities to do straight 
commercial work. It is not in line with the tradition of the top 
universities. 

Mr. THompson. Well, I brought up that subject to illustrate the 
point I wished to make, that the nature of the transaction covered, 
rather than the person performing the services for profit, should be 
looked into. 

Senator Benron. I would not approve of the principle of taxing 
our educational institutions. Suppose our colleges and high schools 
decided to teach stenography, because they figure it is in the educa- 
tional interest of the general public, and down the street is someone 
running a private business teaching stenography. Are we then going 
to start and tax the Newark high schools because some entrepreneur 
decided that the private business of teaching stenography was his 
particular field? 

I think that we must trust our educational institutions to the best 
of their ability to act through school trustees and school boards and 
in other ways in the public interest. They are entitled to tax 
exemption. 

However, I do think they ought to stay out of traditional business, 
I may say. 

Mr. THompson. Yes. That may be the answer to it. 

Senator Benton. I don’t think taxation is the best way to keep 
them out of business, however. 

Senator Henprickson. Thank you, Mr. Thompson. 

Now, I see that Mr. Tillinghast has arrived. 

The committee welcomes you, Mr. Tillinghast. Will you take the 
witness stand and present your version of this problem. 
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STATEMENT OF CARLTON W. TILLINGHAST, REPRESENTING 
THE NEW JERSEY TAXPAYERS ASSOCIATION, TRENTON, N. J. 


Mr. Titirnecuast. Mr. Chairman and gentlemen, it is getting 
pretty long into the noon hour, and I will make my statement not 
too long. 

Senator Henpricxson. Don’t worry at all. We welcome you here 
and we ate at your service. 

Mr. Trituineuast. That is very kind of you. 

Senator Henprickson. We are here to have your views and counsel. 

Mr. Trtitincuastr. Well, we have tried to make a statement here 
which brings together the results of some of our analyses of the Fed- 
eral tax picture, as we see it, and as it has its impact upon the New 
Jersey small-business man. So my statements will be quite general, 
and | think they are statements that represent the feeling of the 
small-business man as the tax burden has an impact upon him. 

Senator Benron. Are you a staff member of the New Jersey 
Manufacturers Association? 

Mr. Trtytincuast. | amwith the New Jersey Taxpayers Association. 

Senator Benton. As a staff member, or are you a volunteer officer? 

TrtiincHast. I am executive director of the New Jersey 
Taxpayers Association. 

Senator Benton. Thank you. 

Mr. Tittincuast. While representative of the broad expanse of 
the taxpaying public 

Senator Benton. You are listed on my sheet as representing the 
New Jersey Manufacturers Association. That is an error, then, is it? 

Mr. Tituincuast. That is erroneous, sir. 

Senator Benton. I am sorry for interrupting you. Please proceed. 

Mr. Trturncuast. While representative of the broad expanse of the 
taxpaying public, the New Jersey Taxpayers Association includes in 
its membership representatives of many small businesses located 
throughout the State. 

The effect of only one part of the Federal tax program upon this 
one segment of the taxpaying public in New Jersey is illustrated by 
the experience of the owner of a modest rural business who employs 
some 30 people. 

I quote from a letter that he wrote to us after he had computed his 
Feder al income-tax payments that he had withheld from his em- 
ployees’ pay envelopes in behalf of the Government during the year. 
This letter, incidentally, has had rather wide circulation throughout 
the State, because it was picked up by one of the newspapers in his 
territory. 

I will now quote from that letter: 

It was nearly $10,000 for income taxes alone. This would have provided three 
fairly decent jobs for somebody, or it would have built a home for a family. 

When I see this much money being drained off to Washington—a sum several 
times that went the same way only a few years ago—I think you can understand 
better why I am critical. 

Your Government says it can spend this money more wisely than you can spend 
or invest it for yourself. And these taxes are little more than half of what you 
pay to the same source in the form of hidden taxes. 

Now, all of us here in New Jersey—small-business man, wage 
earner, and other taxpayers, too—are extremely concerned about the 
tremendous impact of Federal taxation. 
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I want to give you just four examples of that tax burden, as we see 
it, coming to us in New Jersey: 

First, the New Jersey share of proposed expenditures under the 
$85,000 000,000 1952-53 Federal budget is $2,825,300,000. This is 
13% times as great as the proposed 1952-53 New Jersey State budget 
of $210,683 ,627. 

We are trying to bring this down to the terms of New Jersey, and 
what it means here. We are trying to bring it down to what it means 
to a New Jersey businessman. 

The second example: Proposed taxes to support the new Federal 
budget represent a tax burden of $2,347,600,000 for New Jersey 
taxpayers. This means that they will pay six times as much to 
support Federal spending in 1952-53 as they did for meeting all the 
local property-tax levies in the State in 1951—$394,688,330 for 
schools, municipal and county governments. 

Third, even this tremendous tax burden will fail to support pro- 
posed Federal spending in 1952-53. The planned deficit of $14,- 
446,000,000 amounts to a new 1 O U of $477,700,000 by New Jersey 
taxpayers. Just the State share of the deficit alone 1s 21 percent 
creater than the total local property taxes in the State in 1951, and 
over twice as much as the proposed 1952-53 New Jersey State budget. 

And when the deficit alone gets to be that much greater 

Senator Henprickson. When you say local taxes, Mr. Tillinghast, 
do you mean real and personal? 

Mr. Titurnenast. Local property taxes; that is right. 

Senator Henpricxson. Thank you. 

Mr. Tinuincuast. When the deficit alone on which we are taking 
an 1OU through the Federal Government gets to be that much 
greater than our current tax burden, for local real-estate purposes, 
then we begin to become very much concerned. 

Fourth, hanging over all, like the sword of Damocles, is the present 
stupendous national debt of $260,344,000,000. To ignore this debt 
is to break the pledge of faith in the solvency of America. New 
Jersey's share of this pledge of faith is more than $8% billion. This 
exceeds by $24 billion the assessed value of all the taxable property in 
the State. It represents $7,121 per family of four. 

Now, I just want to leave a few recommendations with you gentle- 
men, if I may. 

Since Federal tax troubles are but the result of Federal expenditures, 
the public more and more is beginning to realize that to control taxa- 
tion we must first control expenditures, 

That, of course, is trite and obvious. 

Senator Henprickson. I made that comment, I may say, at the 
very opening of the hearing, 

Mr. Tittinenast. I am sure that it must have been made a number 
of times this morning. 

Senator Henprickxson. That was the real crux of the whole problem 

Mr. Truuinauast. We agree with you absolutely on that. 

This is why the New Jersey Taxpayers’ Association has joined with 
36 other State taxpayers’ associations in supporting a program to 
bring Federal expenditures under control. 

As specific recommendations, we respectfully offer the following: 

First, that Congress strengthen its appropriation procedures, so as 
to resume the traditional congressional control over its expenditures, 
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and to balance the Federal budget for fiscal 1953, without further tax 
increases, 

Second—— 

Senator HenpricKson. Now, may I interrupt you there? 

Mr. TILurnGHast. Surely, surely, if you will. 

Senator Henprickson. On the subject of appropriation procedures, 
you use that term “improve its procedures.” 

Just what did you have in mind in that respect? 

Mr. TruuincuHast. We are making the statement in general, 
but we know of various bills or resolutions that are before Congress 
that would accomplish that purpose, and we certainly bespeak your 
vareful consideration of them, 

Senator Henprickson. A single-package bill? 

Mr. Tituincuast. Well, that is certainly worthy of consideration, 
but the one that would provide Congress with an appropriate staff 
to size up the huge Federal budget—because we feel back here at this 
distance wen Washington that the thing is coming at you in such force 
that you don’t have that—you are not provided with an adequate study 
of it. and you are not able to encompass, as Congressmen and Senators, 
the Federal budget; that you need an adequate staff to do that job. 

Then there are the other resolutions which would have the effect 
of holding down to $71 billion the total Federal appropriation, and 
would place back on the Executive some of the responsibility for 
telling where that can be done, because again we feel that in Congress, 
while we do not wish at all to relieve you of your many onerous 
responsibilities, part of that responsibility for stating that belongs 
over in the executive branch of the Government. 

So there are various proposals that are extant to accomplish that 
purpose, but we think that that is the basic, vital problem that is before 
Congress today, because if it is not done, control over the public 
purchases is moving over into the executive branch to too great an 
extent, and it is in the executive branch that it does not belong. It 
belongs in the congressional branch. 

Senator Henpricxson. If we believe in the Constitution, it 
certainly does. 

Mr. Titurneuastr. Right. And we can go all the way back to the 
Magna Carta to find the basis for that; to first put it there, and to move 
it back again into the executive branch, we feel, is folly. 

Senator Benton. Do we have time for me to make a comment? 

Senator Henprickson. Go ahead, Senator, please. 

Senator Benron. I am very interested in this review from this 
distinguished association here in New Jersey. I think it is a fine thing 
that New Jersey has such an association. I wish we had them in 
every State, studying these problems and working along the very 
lines that your association is pursuing here. 

Senator Henprickxson. I might say, Senator Benton, that we in 
New Jersey have always been very grateful to both the New Jersey 
Taxpayers Association and the New Jersey State Chamber of Com- 
merce. Both organizations have made many contributions to our 
State government, and I know they have helped us, those who have 
had the privilege of serving in Washington, very materially; and I 
shall ever be grateful as one enjoying your counse! and advice. 

Senator Brenton. ] congratulate your supporters, whoever they 
may be. Yes, even if they are all Republicans, I congratulate them. 
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I would like to make this comment, because this point is very little 
understood in my State of Connecticut by the chambers of commerce 
and other business groups. 

I was talking to Marion Folsom about it just the other day, the 
present chairma an of the Committee for Economic Development. We 
agreed that it is a subject that requires much better understanding by 
the business community. I refer to the extent to which the Congress 
has been responsible for legislation and for appropriations, and the 
extent to which the Congress and not the Executive has thus been 
responsible for the waste ‘and the inefficiency in our Federal Govern- 
ment. 

Many of my friends in the clubs to which I belong—and it would be 
the same if the Re ‘publicans were in power—like to sit around and 

talk about the man in the White House, and the Bureau of the Budget, 
and the big sprawling administrative agencies, as if they were the 
ones responsible for the waste and inefficiency. 

The truth is that much of this waste and inefficiency, which is very 
real, has been legislated by the Congress, and is protected by the 
Congress, and the administrative agencies cannot get rid of a lot of it 
today, because of the Congress. 

Senator Hanprickson. | think you should add, Senator, under 
pressure. 

Senator Brenton. Oh, yes, yes; this is because of the terrific outside 
pressures under which the Congress operates. 

Senator Henprickson. Exactly. 

Senator Benton. From various groups that deem themselves to 
have special privileges, or who seek the protection of their self-interests 
as they see them, through various proc oe in the Federal Government. 

The Hoover Commission is the first commission on reorganization 
that ever has achieved much. The reason is the Reorganization Act 
of 1949. Under this act the President and the executive have the 
powers to move ahead with these reorganization proposals, unless a 
majority in either House vetoes the plans by vote of a constitutional 
majority. 

Many prior commissions to the Hoover Commission were all failures 
Nothing much ever came out of them, even though much good work 
was done. Their recommendations required positive action by the 
Congress, and the Congress would not take positive action. 

1 could cite for you, as I did for the Citizens Committee on the 
Hoover reorganization proposals, when Senator Aiken and I spoke at 
their luncheon about a month ago in Washington, vote after vote 
after vote in the Congress demonstrating the way Congress yields to 
these pressures and these special self-interest groups, votes which 
demonstrate the way Congress is responsible for waste and inefliciency 

Frequently these votes are in direct opposition to the leadership of 
the executive departments. 

President Truman, in fact, has been very friendly to the Hoover 
Commission reorganization proposals, and he and ex-President Hoover 
have helped bring them along as far as they have now progressed. 

Senator Henprickson. The record should here note that the Sena- 
tor from Connecticut is speaking for the Senator from Connecticut. 

Senator Benton. I would like to send Senator Hendrickson and the 
witness the speech I made to the Citizens Committee further to demon- 
strate what | have said. The problem is not merely having the control 
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in the hands of the Congress, as the witness advocates. The problem 
is to have groups, such as yours, business groups, chambers of com- 
merce, and the voting public as well, then do a much better job 
policing Congress so as to penalize the fellows who make the bad voit 
and to throw them out of office, and to try to reward those who make 
the good votes. 

If we want thrift and efficienc *y and economy we must go after it 
through organizations prepared to work for them. 

U nhappily, most of our trade and business associations have not 
done this in a constructive manner. A recent analysis by the C ouncil 
of State Chambers of Commerce, on economy versus spending, is a 
classic example of a fine idea that breaks down in practice, because 
of the way it isapplied. If you will give me your card before you leave 
{ will send you their analysis and the talk I made on the floor of 
Congress about it. 

Mr. TrnunGuasr, Thank you very much, Senator. I will do that. 

Senator Benton. I suggest that your organization add a point that 
Congress be policed and watched as well as the executive departments. 

Senator Henprickson,. I would like to say before you proceed that 
[ shall not he ‘re debate some of the observations made by my dis- 
tinguished colleage from Connecticut. 

Senator Benton. Senator, I thought, with your greater experience, 
you would agree with them. 

Senator Henpricxson. I wanted the record to show clearly that I 
we not in complete accord at all with many of the observations made 
by the junior Senator from Connecticut. 

Senator Benton. I don’t doubt in my effort quickly to reoricnt 
poil nt No. 1 in the witness’s testimony, I am not in complete accord 

ith myself. If I had more time to amplify and ality what I just 
said, I am sure I would get it into better balance. 

What I was primarily trying to do was to point out that the witness 
should be acutely conscious of the responsibilities of the Congress and 
the pressures on it. 

Senator Henprickson. I am quite sure that this witness is very 
conse ious of f these things. 

Mr. Tittincuast. I am sure that if we were to turn over to you 
all of the writing we have done in the past year to point out that the 
ultir mate responsibility lies back with the voter himself, you would 
really be swamped. 

lw vould like to point out, when I say the responsibility moved too 
far over in the Executive, I am not at all unaware of the steps that 
Congress has taken that have made that thing possible—of course, 
under pressure, because Congress is always under pressure, but the 
end result of it has been a very dangerous one for the Nation. 

Senator Benton. An analysis of the Hoover proposals that the 
President has recommended and the Congress has rejected is very 
revealing. 

Mr. Titurneuast. Yes. 

Senator Henprickson. It would be revealing if some of those plans 
which were rejected were strictly the Hoover recommendations. 

Senator Benton. Some are not wholly, some are, and some are 

largely those that President Hoover and the Citizens Committee 
wholly endorsed. 
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Senator Henpricxson. That is true, but they were not in the form 
in which the Hoover Commission submitted them originally. 

Senator Benron. That is also true of some, but of some only. 

Mr. Trturncuast. The second point, the second recommendation 
I would like to make again, is a general one, but one I believe that 
carries a good bit of reasoning with it: that Congress restudy the 
forty-odd programs of F ederal | grants-in-aid with a view to discon- 
tinuing any programs that cause ‘d the Federal Government to appro- 
priate the responsibilities of State and local governments. 

Senator Benron. That is a very constructive proposal. We have 
it before the joint committee. 

Mr. Trtuincuast. And many times we have had it in the Hoover 
report. 

Senator Henprickson. I would like to say that in my first year in 
the Senate I introduced the original proposal in that respect, and it 
has been dormant. Each year it comes out on the calendar several 
times, and for political reasons, purely political reasons, it got as far 
as the calendar and no further at all, and, of course, I resented the 
politics played, and now we have it on the calendar again, but it is not 
in the same form. 

I am sorry to have interrupted you. 

Senator Benton. It would seem that there was never such a good 
time as now to do that, faced as we are by this great deficit. 

Mr. Trnumncuast. That is what we think. 

Senator Benton. It is hard to get it down, because each one of those 
40 programs has a powerful force 

Mr. Trtuinenast. But I will call to your attention, sir, that the 
distinction that was made in those programs by the Hoover Commis- 
sion is that they are not all the same, and if we consider them all the 
same they would become very difficult to restudy. If we will go back 
and recognize certain of them have to do with programs that it might 
be argued are unquestionably Federal responsibility, others have to 
do with programs that are unquestionably loc al responsibility, and so 
long as we put those crutches under local government, we will weaken 
local government. 

Senator Benron. They have been incorporated in legislation, and 
that is part of the trouble. 

Mr. Tituineuast. I know it all the way through. 

Senator Benton. And the Federal Government is thus committed 
by legislation to provide the money, and the 48 States are moving 
ahead. In order now to change the rules and not provide the money, 
we have to change the basic legislation, and in effect this is changing 
the terms of agreement earlier made with the States. 

Mr. Trtiineuast. Your description is a perfect description, sir, if I 
May say it in the manner in which Government has given up its 
control over public purchases and made it automatic. 

Senator Benton. I think it is fair to say that Congress has often 
done that in order to make sure the Executive cannot change its mind 
and cannot run out on some of these projects and programs and hold 
back the money. In other words, this works both ways. 

Mr. Tinuincnast. My third point was that any proposed new 
spending programs not necessitated by the requirements of national 
defense be curtailed or postponed. 
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That has been made many, many times by many people. We think 
there is no time to begin new programs. 

And fourth, that every effort be made to reduce waste in Federal 
operations, and to that end that the remaining recommendations of 
the Hoover report be carried out. 

Senator Benton. A lot of them are the tough ones that have been 
left to the end. The 50 percent that have been put through seem to 
be the easier half politically. The half that is left tends to be the 
tougher. To get it through calls for the support of all groups such as 
yours, and then some. 

Mr. Tiiuincuast. Senator, these are tough times, and it so hap- 
pened that the easier ones have been put through, but the fact that 
the remaining ones are tough makes it all the more necessary that 
Congress and the people behind the Congress insist that those re- 
maining ones be carried through, because we cannot set them aside 
merely “by the statement that they are the tough ones. 

Senator Benton. I’m the last one to propose to set them aside. 

Mr. Tintincuast. We must face up to these harder ones stronger 
than any of the others. The others were easier, relatively. 

Senator Benton. The difference, from the standpoint of the tough- 
ness, is far more on the Hill than in the administrative agencies. I 
may say that early in the Eighty-second Congress only Senator Fer- 
guson and I endorsed and sponsored every single remaining pro- 
posal as drawn up in the legislative form by the Citizens Committee, 
only 2 Senators out of 96. This doesn’t mean, of course, that we 
approved of each detail. 

Take a project such as the merging of the Army Corps of Engineers 
with the engineering group in the Interior Department. President 
Hoover says this would save $400,000,000 a year. That is his per- 
sonal estimate, as given tome. The terrific political pressures against 
this are on the Hill, even to a greater extent, I believe, than in the 
Defense and the Interior Departments. 

I just use this merely as one illustration. It seems to be so tough 
that most people have abandoned it and don’t think there is a chance 
to get it through. 

Mr. Titurncuast. Again I simply conclude by saying that we can- 
not duck them because of their toughness. 

Senator Benton. If we had enough groups like yours working, per- 
haps we could push them through. On that project, you had better 
establish such groups out West. 

Senator Henprickson. This committee agrees with you thoroughly. 

Senator Benton. Thank you. 

Mr. Truuineuast. We will keep at our job. 

Senator Henprickson. Well, we are grateful to you for coming 
down and we are grateful to the New Jersey Taxpayers Association. 

Senator Benton. I j join you in congratulating the witness. 

Senator Henpricxson. You have made a splendid witness and 
given us considerable to think about. 

Our next witness will be Mr. Kaiser. 
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STATEMENT OF F. G. KAISER, VICE PRESIDENT, KELLER DORIAN 
CO., FAIRLAWN, N. J. 


Mr. Kaiser. I was invited to come here due to my affiliation with 
the New Jersey State Chamber of Commerce, and I am no tax expert, 
but I would like to bring you the opinion of the so-called low-le vel 
group regarding taxation. 

My people are sorely hit at the moment because of business condi- 
tions. 

Mr. Benton. What is your business and how many do you employ? 

Mr. Kaiser. We are in the foil-laminating business, making coated 
foil paper, and I have approximately 50 people working for me, 
which is a very small amount. They are more concerned with their 
income taxes, whereas, I, in a business way, am quite concerned with 
corporate taxes as they have their impact my way. 

Unfortunately, I find that the tax structure, as I view it today, 
is a confiscatory one, because it is a tax on a tax. ‘The unseen taxes 
are the easiest ones to get ahead of, but it is the ones that come orderly 
or once a year that have the bolt and the jolt in them. 

You gentlemen, as I also understand, have something to do with 
the Small Business Committee group, am I correct? 

Senator Henprickson. That is correct. 

Mr. Karser. And representing the association of which I happen 
to be a member, which is the Foil Laminating Association, with ap- 
proximately 14 members throughout the United States who are pro- 
ducers of the same type of material, we have suffered rather badly. 

We had good business because of the preaching of shortages and 
the cry and hysteria accompanying the same emanating under the 
NPA, when the pronouncements came forth, and we had three periods 
where a shortage was cried to the high heavens, and they resulted in 
the usual hysterical buying situation, which has brought about 
today’s conditions. 

I had a conference with my bankers this morning, and they told me 
it is pretty nearly as bad as it was in 1929, in normal commercial 
activity. 

Now, I do not have any theory for correction, excepting the old 
theory of trying to live within our income, and that should apply to 
this administration, because it is one of the biggest businesses in the 
world. Maybe it is a little hard to enact laws ‘for ec onomy. 

Senator Henprickson. It is the biggest business in the world. 

Mr. Karser. There is no question about it. I sometimes only 
wish that it would stick to its business. 

Senator Henprickson. I think that the Senator from Connecticut. 
and the Senator from New Jersey will agree with that. 

Mr. Kaiser. How to do it, of course, ard keep the political groups 
satisfied, will be pretty difficult. However, I see in today’s papers 
that it is going to be taken away a little bit from the Treasury Depart- 
ment, from the income tax. 

Senator Benton. I congratulate the Senator on his vote yester- 
day. That is another point on which we can get together. 

Mr. Kaiser. These things will all automatically be helptul. I 
recognize that taxes are an important part of our operations, but I 
don’t believe that we can tax ourselves into a state of insolvency. 
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On ap income of variously reported sums of from $225,000,000,000 
per year in paid wages, and other income that may add to that and 
bring it to a total of $300,000,000,000, when business is rolling along 
at high speed, and then when you take 25 percent of that away, to 
say nothing of the taxes from the cities and States, you take a pretty 
big cut out of the dollar. 

Senator Henprickson. May I ask there, Mr. Kaiser, what per- 
centage of your income, the Income of your corporation, goes into 
taxes? 

Mr. Karsrr. We are in the 40-percent bracket. 

Senator Henprickson. 40 percent? 

Mr. Karser. Yes. 

Senator Henprickson. That is just Federal taxes? 

Mr. Kartser. That is just Federal. 

Now, the point I would like to bring out in conjunction with that 
is that it is a small business, but it is no different from any other busi- 
ness. There are ways and means that people devise frequently, and 
I don’t say that we do or we don’t, but when there is a great income, 
expenses are built up, if necessary, and they become deductible. 

When the taxes get very high, I think many people and groups will 
evolve ways and means of avoiding high payments, if they possibly 
can, to get some benefit out of that income. 

Now, does the tax program defeat itself under the present system 
of getting all the income? That is the point that I am trying to get 
around to. 

Senator Henprickson. Are you asking the committee that ques- 
tion? 

Mr. Kartser. I am trying to get around to it, and I am just wonder- 
ing whether you concur with me in that thinking. 

Senator Henprickson. Speaking as the chairman, I feel that you 
are correct in that observation. In other words, my answer to your 
question would be in the affirmative. 

Mr. Karser. Now, is there a way of reducing the tax and avoiding 
the intent to circumvent, which is happening all over? ‘There is no 
denying that there are many people who have hired experts who have 
come from the Treasury Department, and they have got a lot of 
answers before the questions, and they can devise many ways and 
means of evading taxes, and that can be proved. 

Senator Henpricxson. Mr. Kaiser, I would like to have Mr. 
Dockeray comment on that. 

Mr. Docxerray. I think he has raised a question that seems rea- 
sonable and pretty hard to prove: at just what point you get excessive 
tax avoidance which is legal, plus an evasion which 1s not so legal. 

Mr. Kaiser. Well, I would rather change the word “evasion” to 

“avoidance.” 

Mr. Docxrray. Yes, he is talking about the avoidance question. 
It is a notion that expresses itself that taxes are going to be as much 
as 70 percent, and then they say ‘“Let’s spend a little more money on 
advertising and boom the business in ‘the hope that at sometime in 
the future we will get it back in a less high-tax situation.” 

Now, I don’t know how you can draw the line, but certainly it 
happens. 

Senator Henprickxson. It comes down to the rule of diminishing 
returns. 
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Mr. Dockxeray. You cannot measure it. 

Mr. Kaiser. A similar thing is followed through in the excise tax 
structure, and where some information I have obtained in my travels 
indicates quite clearly that as the tax on proof gallonage on alcohol 
went up, a lot of stills were created some place e Ise, and they got into 
the bootlegging business and avoided the tax. 

But, getting back to a man who works for you, I have a stock 
answer for him when he comes to me and says “Look at the tax I have 
to pay,” and on his receipt for payment it 1s listed that he keeps half 
and the other half goes back to the company. 

I always say to him, “Did you have the money in your hand?” 

He says, “No.” 

“Well,” I tell him, ‘‘then you never possessed it. That is what vou 
have to pay, because we have to tax our customers that much more 
for our goods so that we can pay the tax.” 

Sometimes they got the impression that they were paying it to me, 
you know. Now, | would like to see some more economy effected in 
Government operations, if it could be done. We have, as you know, 
a tremendous employed personnel in the administrative forces. I 
think it was quoted the other day as being somewhere in the neigh- 
borhood of 3% million, and it might be that a good portion of that 
might be civilian employees in the Armed Forces. 

I have been wondering in my mind whether or not men so engaged 
could not be a part of, or if they could not take the personnel from 
the Armed Forces in the various branches, and thereby be able to 
obtain them at a lesser expense, because certainly the civilian gets 
much higher wages than the man wearing the ee 

There might be some tendency to save there. Frankly, we have 
got to watch our knitting today. Business is at about its lowest ebb, 
and as it goes lower, the tax income is going to be appreciably lower. 

Unemployment is reaching some serious proportions. I operate 
in a little city—well, the ‘y wouldn’t like to hear me talk about it as a 
little city—but it is in the Paterson area, and in the textile industry 
there, there are about 29,000 who are not profitably occupied at this 
momert. 

Then you can get some opinion of what is going on, in New York 
City, which is probably the largest, with the staggering total that they 
have there, to say nothing of what is existing iv the Detroit area. 

Of course, a lot of this is laid to the fact that the lack of defense 
workers, formalizing them into a completed entity, is responsible for 
that, but at the end of our program we would still have to go back to 
commercial endeavor that has to carry the load. 

Senator Henprickson. | am convinced of that faet—— 

Mr. Katser. I just wonder when 

Senator Henprickson (continuing). As one member of the com- 
mittee, and I am sure that the Senator from Connecticut agrees. 

Senator Brenton. There is no doubt about it. This involves the 
second gravest problem of our times, the present and future stability 
and freedom of our domestic economy. 

Mr. Katser. I heard mention a few moments ago about the 
recommendations of the Hoover Commission, or the Hoover program, 
that the wheels have started to move in that direction. Of course, 
if it is played with politically, it probably won’t get to first base, but 
not that I am propounding any particular political ideology when I 








132 TAX PROBLEMS OF SMALL BUSINESS 


mention it, because many people will point to, not only trying to 
discount it, but with a positive disgruntlement about what happened 
at the conclusion of the Hoover regime. 

Others will say that it was not his fault. I don’t believe you can 
lay it toward any one person. It was just a series of circumstances 
that had come about, but in the minds of many people, if the minds 
of the leadership can be given over toward correction, not after it 
happens, but before or while it is happening, that would be very 
helpful. 

It always reminds me of the policeman; when he is on the beat, the 
block is nice and quiet, and as soon as he leaves the block, something 
happens. Then he is at fault. Well, he cannot be in one spot all the 
time, and I say that the legislative department cannot either, but 
their fingers can be placed on the spot that needs correction. 

I heard mention before also that Congress had more or less relin- 
quished its control on the purse strings, or words to that effect. After 
all, Congress was, if I am not mistaken, the controlling body on spend- 
ing for many, many years, but that ‘kind of got away from them. 
Now, whether it was for the purpose of putting the blame somewhere 
else, 1 don’t know. You certainly don’t win anything by blaming the 
other fellow. It is like any business where the sales department is 
complaining bitterly about the failure of the manufacturing depart- 
ment, claiming that they are producing poor goods that cannot be 
sold. When people are overstocked they have an opportunity to look 
at the merchandise, and they scan it very carefully, and then they keep 
finding fault with it, because they look at it too long. It stays with 
them too long, and they cannot dispose of it. 

Senator Henprickson. Do you have any questions, Senator Ben- 
ton? 

Senator Benton. I have no questions. 

Mr. Kaiser. I am not bringing you anything new, excepting my 
opinion. 

Mr. Sruutrs. Mr. Kaiser, this committee has been very active in 
working with the Laminated Foil Association. You have a group of 
members in New York City. When the death edict on the use of 
aluminum came along, this committee was instrumental in stopping 
it, and the beneficiaries, of course, included the aluminum foil industry 
as well as the Venetian-blind industry and the storm-window folks. 

One of the major problems we found was that your firm could not 
survive a period of 10 or 12 months of 20-percent operation, because 
the taxes had been so high all through the preceding period that you 
had accumulated no reserves. 

J assume that that was also true of the Keller Dorian Co? 

Mr. Kaiser. Well, it is true. One of the great concerns that we 
have with the availability of materials classified as strategic metal 
was that we had been cut from 100 percent down to 65—I am quoting 
from memory now—then there was a subsequent cut. The amount of 
aluminum that went into foil last year was measured somewhere in 
the neighborhood of 100 million pounds, and the cutting back at the 
beginning of this year would have reflected into that industry some 
80 million pounds. 

During the period of operation, allotments, of course, were some- 
times taken up in full, and at other times not in full. But, in order to Fi 
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maintain the position and still stay within the scope of controls over 
the NPA and not carry an inventory of more than 60 days on hand, 
it came to an impasse. You could not move, because if your activity 
fell off one month, it would put you over the 60 days. 

Now, the producers of aluminum foil have been going to Washing- 
ton rather regularly, if you are still as close to the Laminated Foil 
Association as I think I am, you will know that, and they have sent 
up a hue and ery that because of lack of material they could not sup- 
ply the demand. 

So just a short time ago an additional 30 million pounds was made 
available for distribution throughout the industry. Now they have 
it and they still cannot sell it. 

False impressions are frequently given and pronouncements are 
made from 60 to 120 days late in the newspapers, and they create a 
hysterical condition in the buying field. They are prone to overbuy, 
with the result that they have many, many reams of paper stock on 
hand. 

Now, this was a false impression, so far as the production of alum- 
inum is concerned at the present time. The prime production, 
according to an announcement the other day on aluminum, was 
1,200,000 tons. 

I may be wrong a thousand tons one way or the other, and again, 
as I say, I am recalling it from memory. 

Now, this production of aluminum in the United States is so much 
greater than it was during the peak period of airplane building in 
World War II, that it is not funny. 

We had programed in the United States 3 billion pounds per year. 
That was the potential production requirement set up in World War 
IJ. When they received 2 billion pounds of production, they dis- 
covered that they had a billion-pound stockpile, so they cut the 
production back to 1 billion. Today there are over 2% billion pounds 
of prime, and with the subsequent addition of secondary that comes 
from that production, it will be much greater. 

Mr. Sruuts. If I could break in there, we have been working very 
closely with the aluminum picture, but since this subcommittee here 
is involved in tax matters specifically, my question was directed more 
to whether——— 

Senator Hrenpricxson. I don’t think Mr. Kaiser got into it. 
I think we got into it. 

Mr. Sruuts. Well, I think I led you astray. I wondered if you 
felt the present tax program was such that it restricted your 
flexibility. 

Mr. Katser. Well, let me say that our business, like any other 
business, has no objections and it would be happy to pay any tax 
that would make for the general betterment of our country as a whole. 
If, however, it- becomes confiscatory, and the taxes are overlapping, 
the unseen taxes, the taxes on cigarettes—to an individual it doesn’t 
mean too much, but completely it amounts to a tremendous sum of 
money. 

Now, you take the business taxes and the excise taxes, and the sur- 
taxes and the excess-profits taxes, when those all are placed ohe upon 
another, and you pay tax upon tax, it is my opinion that it becomes a 
confiscatory structure. We don’t have to go back into our history 
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to draw that. We were built in this country because our forebears 
did not like taxes. We grew up on not liking taxes, unfair taxes. 

I don’t say they aren’t fair, but I think they are a little bit excessive, 
and unless ways and means are found to economize, the tax picture 

cannot change to our advantage. 

Senator Henprickson. You are completely right. 

Senator Brenron. That last is the unhappy fact, Mr. Kaiser. It 
may interest you to know that Mr. Charles E. Wilson a month or two 
ago took me to task because Connecticut has not gone in for aluminum 
production. He told me that he thought we were going to see the 
time come when we would be building our bridges out of aluminum 
instead of steel. If that is true, we are a long, long way from produc- 
ing too much aluminum. 

Mr. Katser. You are very, very right. At the same time, I think 
we have enough aluminum to build a lot of the things that we are 
accustomed to, and I am sure that new developments will be found 
for it. 

Senator Benron. Mr. Wilson thinks aluminum is one of the great 
fields of the future. He did not claim he might not be wrong. 

Mr. Kartser. Thank you for the courtesies you have accorded me. 

Senator Henpricxson. The committee wishes to thank you for 
appe ei here this morning. You have been very helpful. You 
have stimulated our thinking caps, and I know as we review the record 
we will be forcibly reminded that economy is the only way out. 

Now, Senator Benton, I think we might as well continue on through. 
We think we have only one more witness. 

[ see out in front of me that very fine looking gentleman, a great 
friend of New Jersey business and industry, Al Acken, of the New 
Jersey State Chamber of Commerce. 

Al, won’t you let us hear from you at this point? 


STATEMENT OF ALBERT ACKEN, REPRESENTING THE NEW 
JERSEY STATE CHAMBER OF COMMERCE, NEWARK, N. J. 


Mr. Acxen. I did not come here prepared to make a statement. 
What we felt we would be able to do was merely to help in getting 
small-business concerns to come here and tell you directly their own 
problems We thought that was the most effective approach. 

We could get up and give you a long statement, but I really feel 
that the best. approach is to get it directly, as the saying goes, from 
the horse’s mouth, as to what the small-business people feel their 
problems are. 

So for that reason we don’t figure on making a statement. 

Senator Hrenpricxson. I am sorry that you did not hear all the 
testimony, because I am well nigh certain that you would agree with 
most of it. 

Frank Acocella, do you want to say anything? 

Mr. Acocrtua. No, sir; the boss has spoken 

Senator Henpricxson. Well, thank you both for your help. 

If there are no other witnesses--—— 

Mr. Srutts. Senator, we have two whom we promised we would 
hear at 2 o’clock. There is Mr. Fox, of the Minute Maid Corp., of 
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New York, and Mr. Markert, vice president and comptroller of the 
Purolator Products, Ine. 

Senator Henpricxson. I thought that we had concluded the list. 
I see that we do have Mr. Fox and Mr. Markert. 

We will stand in recess for 15 minutes. 

(A short recess was taken.) 

Senator Henprickson. The committee will come to order. 

I think the next witness to be heard from is Mr. Fox. 


STATEMENT OF JOHN M. FOX, PRESIDENT, MINUTE MAID CORP., 
NEW YORK, N., Y. 


Mr. Fox. Where would you like me to sit, Senator? 

Senator Henprickxson. Just take a seat right here alongside of us. 
We are glad to have you here, Mr. Fox. 

Mr. Fox. I appreciate the opportunity. I was making a little 
crusade on this particular subject, and I think Mr. Stults picked it 
up in the newspapers, which is probably the reason for my being in- 
vited to make an appearance. 

Senator Henprickson. Well, the committee feels that some crusad- 
ing is necessary. 

Mr. Fox. Good. Well, I will read this short, prepared statement, 
and then let you have copies of it. After that I will be very happy to 
discuss it informally with you. 

First of all, my name is John M. Fox. For the record, I am presi- 
dent of the Minute Maid C orp., the pioneer manufacturer of frozen 
citrus concentrates. 

My office is in New York City, and I live in Roslyn, Long Island. 

Senator HenpricKsoN. Senator Benton, Mr. Fox founded the com- 
pany. It is one of the remarkable successes of the postwar period. 

Mr. Fox. Yes. I would like to state at the outset that this testi- 
mony is not prompted by a desire for tax relief for my own company. 
Minute Maid should be, and is, willing to carry its fair share of the tax 
burden. 

It is my opinion that new enterprises—young businesses that are 
today where Minute Maid was in 1945, are being suffocated by the 
present tax structure. I believe that our greatest source of future 
economic and industrial strength is being snuffed out for the sake of a 
relatively small portion of the present national income. 

Senator Henprickson. 1945 was your first year? 

Mr. Fox. Yes; that was our first year. 

Now, two disturbing and related facts are apparent today in the 
economic picture concerning new enterprises. 

The first one is: the formation of new corporations is on the decline. 
Figures from Dun & Bradstreet show that in 1951, 35 percent. less 
new corporations were formed than in 1946—in numbers this amounts 
to approximately 50,000 fewer corporations formed during 1951 than 

5 years previous. 


‘The figures for January 1952 show that the downward trend is 
continuing. 
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Now, because we are an advertising-minded outfit—Senator Benton 
will appreciate this—I have been using this sort of a chart to demon- 
strate how dramatic the fall-off is. The red line represents the decline 
of corporations over a year, with 132,000 in 1946—and this shows it 
year by year—with 132,000 in 1946, to 83,000 in 1951. 

During that year—the black line is the monthly formations, for 
the month of January of each year you can see the trend is down to 
8,200 for January of 1952. 

Senator Benron. Are you going to give us your analysis on that? 

Mr. Fox. Yes; I am. 

Senator Henprickson. I think there are other economic factors 
that enter into the picture. 

Mr. Fox. I am sure that there are. This is only half the story. 

Under the present tax picture, not only fewer and fewer businesses 
will be formed, but also fewer and fewer new formed companies can 
succeed. We are preventing the birth of many baby companies, 
and even if they manage to see the light of day, we are knocking them 
on their heads before they can toddle. 
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It means that in 10, 20, or 50 years from now, we will have fewer 
and fewer reserves to fill the ranks, to provide the fresh blood that 
our economic life requires. 

The second point is that of risk capital, for the most part, staying 
out of the new business market. The anticipated returns after taxes 
for investment in new enterprises are not large enough in comparison 
to returns from blue-chip investments, oil and gas properties, and 
tax-exempt municipal security, to warrant taking the greater risk. 

Our great American tradition of taking risks is being defeated, 
because when one takes a risk, they do so for the chance of the reward 
that they hope might be earned. Without the chance for adequate 
return, or with it severely limited, as it is by present exhaustion taxa- 
tion, capital cannot be expected to take the great risk inherent in 
every new venture. 

Now, I might add that I think that venture capital today, people 
recognize that only one out of four or five new ventures that they go 
into can hope to succeed. That was under the old regime. Now, if 
that is narrowed down to 1 out of 10 or 15, why, the odds are too great. 

How then can a new young business compete for capital with 
established, well-staffed companies, enjoying large tax bases, with 
steady earnings records, and with excellent returns being promised? 

In our free economy, which depends on incentive to sparkplug 
action, the incentive to back new ventures has been largely removed. 
What is the effect of this condition on our future national welfare? 
There are four clearly discernible results: 

a the trend toward formation of fewer new corporations every 

ar will stifle the growth of our economic and industrial potential. 

“Bwo., by limiting | the expansion of our economy, and limiting the 
development of new scientific discoveries for the use of all the people 
we place an automatic governor on our standard of living. Our 
economy must grow to meet the mounting demands of an increasing 
population and a greater domestic and world-wide responsibility. 

Three, the formation of new corporations, and their healthy growth 
into the stature of sound, profit-making, dividend-paying organiza- 
tions means more tax revenue for the future. If we restrict young 
business now, we not only run the danger of killing them off, but we 
also block their growth into huge taxpayers of tomorrow. 

And fourth, and I think this is probably the most important point 
of view of our own international problems: 

Four, we are weakening our Nation’s defense strength which de- 
pends, of course, on the country’s economic health. We need a 
vigorous and increasing population of corporations, not only to support 
our standard of living, to furnish tax revenues, to provide employ- 
ment, but to provide the most important defense weapon which the 
United States possesses—our productive resources. 

This industrial might was the single overpowering element that 
brought about the allied victory in World War Il. Vigorous, growing 
companies—young companies—are needed to keep this industrial 
strength flexible, ‘alert, and ¢ apable of great emergency expansion. 
: believe our productive power is an even more important defense 

‘reapon than the atom bomb. 

The increase and growth of healthy young business is certainly 
compatible with the interests of large corporations—I am not making 
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a speech against big companies, because, goodness knows, we depend 
upon them for everything we have. 

Senator Benton. What was that last sentence? 

Mr. Fox. I say, the increase and growth of healthy young businesses 
is certainly compatible with the interests of large corporations, 
because without the expansion of today’s small companies into big 
taxpayers of tomorrow, then the present large corporations alone will 
have to bear the large and increasing tax responsibilities of the future. 

Senator Benron. Would you not even agree that it is a more im- 
portant point, and not only to our economy as a whole, but to the 
long-range interest of the stockholders in the large companies, that it 
is the heat of competition from the small companies that keeps the 
big companies efficient? 

Mr. Fox. Well, I will put it a different way, or I do put it a dif- 
ferent way when I am rabble-rousing, the little company must be 
allowed to kick the big fellows in the shins in order to have free 
economy. 

Senator Benron. And the result of kicking the big fellow in the 
shins is that he has to learn to run faster. 

Mr. Fox. That is right, exactly. 

Senator Benton. I frankly think one of the biggest arguments for 
the founding of the Senate Small Business Committee is that the 
small companies are essential to the efficiency of the big companies 
and thus provide the spur that pushes our economy along. The 


competitive forces of which we like to boast are largely unleashed by , 


new men and new blood. 

Mr. Fox. Of course, I probably am not a qualified witness for a 
small company, since we have now become the third largest frozen 
food company in the world, but I think that point that is well made 
is that if we had not come along when we did, to do a job on our old 
friends, General Foods, then there would not have been a frozen con- 
centrate industry as I will point out a little later. 

Senator Brenron. I believe that is true, and it is a fine example. 
But, on the other hand, your company could be dropped into a desk 
drawer of General Foods, so you have still a long way to go. 

Mr. Fox. Right. 

Senator Benron. But your effect on the great General Foods 
Co. is a perfect example right in front of us of what I was suggesting 
earlier. 

Mr. ox. We cannot rely on just making big companies bigger, to 
provide for our Nation’s economic growth and virility. Important as 
the older and larger companies are to our economy, they alone cannot 
do the job. 

It is generally recognized that, as companies mature and reach 
large proportions, the law of diminishing returns sets in, they become 
inflexible, entrenched, conservative, and less willing to take risks. 
Even we are getting that way at times, I am afraid. 

Many corporations, like men—— 

Senator Benron. That proves that vou are succeeding. 

Mr. Fox. Many corporations, like men, have their life cycle— 
youth, prime, and old age. 

Now, if I may be permitted an example that is very close to my 
heart, and one about which I can speak with accuracy and authority, 
it would have been impossible for the Minute Maid Corp. to have 
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survived, or even started, had it been conceived today instead of 6 
years ago. I have made quite a study of this. I think Minute Maid 
is an excellent example of what just one new company can mean to 
our economy and standard of living. 

Senator Henpricxson. Do you explain later the reason for that? 

Mr. Fox. Yes. 

I think these points about Minute Maid’s development are worthy 
of your attention. 

One, in 1945, the country’s citrus crop faced disaster from over- 
production. I would go into the reason for that, but it is not necessary 
here. They planted too many groves, because it happened to be a 
loophole in the tax structure; so, instead of paying it out in income 
taxes during the war, they put it back in groves. 

Two, Minute Maid was formed the same year to exploit a war 
research development—the preservation of heat-sensitive foods. 
This was a direct offshoot of the method of preserving penicillin and 
blood plasma. 

Three, to furnish the ve nture capital the public were invited to 
subscribe to the new company’s securities, which they did, to the tune 
of nearly $3,000,000. 

Senator Henprickson. Is this a patented process? 

Mr. Fox. Unfortunately, it is not, and we have about 80 or 90 
competitors. 

Mr. Brenron. Unfortunately for you, perhaps, but maybe better 
for the economy. 

Mr. Fox. Maybe, but I am being very selfish in that answer. 

As a matter of fact, the underwriting of that stock, in the original 
Florida Foods Corp. is quite a case study in how courageous American 
capital is. 

Senator Benton. Who were those people? 

Mr. Fox. Oh, they were mostly people—we kept the widows and 
orphans out of it. It was Paine, Webber, Jackson, and Curtis, and the 
First Boston Corp., who underwrote it. It was a very speculative 
type of issue, and they kept the widows and orphans out of it. 

Senator Benton. Here you followed traditional lines, but even so 
you pointed out that yours was a highly speculative venture? 

Mr. Fox. Yes, and it has been a mystery to me how anybody bought 
stock after reading the prospectus. 

Four, in 1947, like many new ventures, Minute Maid nearly went out 
of business. The problem and cost of giving birth to a new product, 
and then selling it to the American public, proved much heavier and 
took much longer than any of us had antic ipated. 

Senator BENTON. May I say that that is a most customary experi- 
ence of any prospering new businesses? 

Mr. Fox. Yes, but fortunately we did not know that. 

Senator Benton. We were talking about this yesterday at our 
hearings in Bridgeport, where we had an excellent case study. I 
have never had an experience with a new business—and I have gone 
through several—where that same mistake was not made. 

Mr. Fox. But you had enough money to start with? 

Senator Benton. No, never. You underestimated the time and 
the capital. So always have I and my associates. Probably it is 
much easier for men to see the opportunity than to judge the risk. 
Those with that kind of talent, who see the opportunity, are the kind 
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of people who are not equally as skillful at seeing the hazards, at 
judging the length of time involved, and the financial difficulties. 

Mr. Fox. Well, I am quite sure that if we had known all that was 
going to happen, we would not have started the company. 

Senator Brenton. I think that is the traditional pattern of success- 
ful new businesses. Yours is not an exceptional one. Most of the 
best new small businesses lose money at the beginning, often over a 
period of many years. Often the better they are, the more sure they 
are to lose money. If they are doing well, the managers are going to 
seize the expanding opportunities. In seizing those expanding oppor- 
tunities for promotion, for new markets, new plants, and so on and 
so on, they throw themselves into a loss. They are afraid if they don’t 
seize them that they will lose the chance forever or even go bankrupt. 
Yet if they do seize them, they may also go bankrupt. 

Frequently the heavy losses of the earlier years in these small new 
businesses come out of too much success. 

Mr. Fox. That is right. 

Five, again courageous risk capital stepped up and put nearly 
another million dollars into the company. That is when Mr. Whitney 
arrived on the scene in a fire truck, and we had a real fire. 

Senator Benron. That is a remarkable idea that Mr. Whitney has 
in that investment banking business of his. 

Mr. Fox. It certainly is. I wish you could get him to testify before 
you. 

Senator Benton. Yes; and he certainly deserves great credit for his 
investment company. 

Mr. Fox. They are very discouraged. 

Senator Benron. What? 

Mr. Fox. He is very discouraged about these new things being 
brought to him which cannot have venture capital because they can- 
not get their dollars back. 

Senator Benton. Because of the tax problem? 

Mr. Fox. That is right. 

Senator Benton. He started in, not to sell securities, but to finance 
the new man, the independent man with ability and a good idea. 

Mr. Fox. That is right, to supply new ventures with what they 
needed to get started. 

Six, in 1948 the new frozen orange juice caught fire. Other com- 
panies came into the business. Many new brands started up, and the 
competitive race that best typifies American business was on. 

Seven, in 1951 over one-third of all the oranges grown in Florida 
were sold as frozen orange concentrate—nearly a billion retail cans 
were bought by American housewives. 

Kight, the growers have experienced tremendous profits during the 
past 2 years. Minute Maid alone paid $25,000,000 for fruit during 
this period. 

Nine, the concentrate industry pumped large sums of money into 
the economy in the form of payrolls, transportation charges, advertis- 
ing expenditures—and the Government benefited directly, too. 

Minute Maid’s income tax for 1951 was over a million dollars, and 
we represent only 20 percent of the industry. 

Ten, thus, in less than 6 years, a $150,000,000 industry was founded 

through the combination of technology, production ability, and sales 
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effort—all backed by incentive-inspired capital with the courage to 
take arisk. All of this was without a penny of Government subsidy. 

I cannot go so far as to say that if the present tax structure had been 
in effect there would be no concentrate industry today. 

Senator Benton. You certainly seem to have done better for the 
citrus industry than what has been done by most of the farm subsidy 
programs. Have you? 

Mr. Srutts. Well, there was an article in the Wall Street Journal 
that may not agree with that statement. 

Mr. Fox. That is right, and I would like to talk about it, because 
I think it is important. I can say, however, that there would vn 
been no Minute Maid Corp. And I am vain e ‘nough to think that t 
development of this exciting new industry aoe have been de syed 
for several years. This would have resulte di 1 great distress for the 
citrus economy and for the State of Florida, iid at a cost of not incon- 
siderable tax revenue. 

Obviously, we need other young companies that are willing to take 
chances, willing to try something new, willing to push hard, willing 
to burn the midnight oil. 

Now, what can we do to insure that baby companies are given a 
chance to get through the first 5 years of murderous circumstances 
which today have become so bad that fewer and fewer companies are 
being started? Those first 5 years really constitute the period of 
greatest stress. 

Of course, there are many factors, and taxation is but one of them, 
and I do not profess to be an expert on taxation, but rather a business- 
man whose own experience has brought him close to the problem. 

I do have a suggestion to offer this committee: I believe that we 
should at least give baby enterprises a 5-year incubator period during 
which they could be relieved of the excess profits tax. This exhaustion 
tax does not permit a small business to get on its feet. It limits its 
ability to provide for its growth, to offer even a fair return to 
its backers. Rather, I believe we should have an incentive tax 
system 

Senator Benton. If I may interrupt you there, you may recall 
that the last fax bill puts the e - ess profits tax ona sliding scale. 

Mr. Fox. Yes, but the relief is so nominal. 

Senator Br: nTon. A suggestion was made yesterday which seemed 
a good one, by one of the witnesses in Bridge port, that the new 
business should start on the sliding scale the first vear it goes into the 
excess profits tax instead of applying the seale starting with the year 
in which it is founded. 

Mr. Stuurs. Yes. Here is Mr. Douglas’ recommendation for you. 

Senator Benton. This was made by Mr. Douglas, of the Republic 
Foil & Metals Co., of Danbury. Mr. Douglas recommends that sec- 
tion 430 (e) should be amended to make it applicable to the first 5 
years in which the corporation earns more than its credit. 

Mr. Fox. Well, that seems to make sense. 

Mr. Stuuts. His point was 

Senator Benton. The new business may lose money the first 3 or 
4 years, perhaps very heavily, and in the fourth year it may break into 
the excess profits tax in its very first vear of earnings. Mr. Douglas’ 
company earned a half million dollars before taxes in the last 2 years, 
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but on his 5-year record his company only earned $71,000 after taxes. 
This is a good case story along the lines vou are describing. 
Mr. Fox. Probably it is a little more palatable, or, I don’t know—— 
Senator Benron. Mr. Douglas said that he should have been 
ermitted to start with the lowest bracket in his fourth year when 
began to make money—he lost money the first 2 years, about 
broke even the third as I recall, and in the fourth year he would start, 
under his preposal, with only a 5-percent excess profits tax. This 
gives such companies some kind °t chance to get their losses back 
and to earn a fair return on their capital. 

Mr. Fox. Of course, the money we are talking about is so much 
peanuts—— 

Senator Benton. But it is also the equity that we must talk about. 

Mr. Sruuts. You are saying it is peanuts in terms of general 
Federal receipts? 

Senator Brenton. I agree that is so, in terms of the big goals we 
are after. However, as you study taxes, you realize that fairness to 
all our people is one of the greatest problems. 

Mr. Fox. That is right. I realize that you have to treat people 
fairly. 

Let me finish this, and then I would like to argue a little bit about 
that—well, not argue, but to tell you what I think. 

Rather, I believe we should have an incentive tax system, a system 
which encourages young business, which makes the atmosphere one 
in which young businesses cau grow to maturity. Child labor has 
long been outlawed. So we should not expect infant companies to 
carry the same load as a mature corporation. 

I further believe that some means should be found to reduce 
the normal tax on young business during its first 5 years. 

Many years ago a tariff law was enacted in the United States which 
was designed to protect struggling young American industry from its 
long established foreign competitors. This proved to be a good policy. 

A similar philosophy might well be adopted today to “shelter our 
young business saplings against the bitter storm and strife until they 
can stand by themselves. 

Our Government is apparently willing to extend a helping hand to 
our backward neighbors under the point 4 program. If this makes 
sense, and I believe it does, should not our own struggling new enter- 
prises get some relief? 

Will this policy of nurturing young industry cost money? 

In my opinion it will not. Rather, it will in the long run pay big 
dividends by providing sturdy corporations who will be big taxpayers 
in the future. I respectfully suggest to this committee that they 
study the revenues derived from young companies 5 years and younger. 
I believe they will find that the tax load these companies carry is great 
in terms of their ability to pay, yet relatively insignificant as an income 
producer for the Government. 

The Collector of Internal Revenue no doubt could acquire this 
answer. 

Gentlemen, if only $200,000,000 less revenue a year were taken 
from new companies, it would make all the difference as between 
night and day in the growth and health of this very necessary young 
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For instance, $200,000,000 less in taxes would provide at least 200 
companies with a million dollars each for reinvestment and growth. 
And actually, because most young businesses are not in the million- 
dollar class, it would probably provide several thousand young com- 
panies with the means to weather the bitter storms of the first vears 

In a few years’ time these companies which had been saved, and 
those others which would be started as a result of this policy, would 
become the source of manv times that $200,000,000 in revenues to the 
tax coffers. 

During the war many decisions had to be made as to where best to 
use the available steel, whether to build a plant or a ship was the 
subject of many a bitter conflict. At times it was shown that build- 
ing a plant resulted in inereased productivity of arms that far out- 
weighed Loe use Of Lue same steel in arms to begin with. 

Other meats were found of using steel to save steel. By enabling 
frozen-food capacity to expand, it was necessary to use enough steel 
to build a a ‘strover. But the savings in cans made possible because 
frozen food is packed in paper, caused enough steel to be saved 
build three battleships. 

Young business is being threatened. Fewer companies are being 
formed. The policy of exhaustion taxation is taking its toll. Venture 
capital is holding up. The seeds of tomorrow’s corporations, on which 
our economy depends, are not being planted or are being severely 
handicapped. 

We need incentive taxation. We need “tax-lightened incubators” 
for baby corporations, which will encourage and not discourage this 
vital force in our Nation’s growth and strength. 

And now, that is my formal prepared statement which I shall leave 
here. 

Senator Henprickson. That, I might say, the committee believes, 
to be a very fine statement. 

Senator Benron. I add my congratulations to you personally. 
You, with your great success behind you, are now interesting yourself 
in others. There are too many brilliant, and successful young 
businessmen who become so absorbed in their own companies, and so 
devoted to them—and of course the companies are successful because 
they reflect the lives of the men who founded and operate them—that 
they neglect to broaden their own experience in general terms as you 
have done for us through your admirable paper today. 

Mr. Fox. Of course, the thing that is sharply pointed up to me, 
because I am surrounded by a group of very energetic young fe lows, 
and have been for some time in this research outfit that I was with 
that developed the processes, and the actual average age of that group 
when we started out in 1943 was 28 or 29, something like that. They 
were very bright people. I was the only nonscientific guy in the group. 
My problem was to see that they would get enough money to meet 
the payroll. 

But the trouble that I am finding as we go on—because we are reach- 
ing a point now where a lot of people want to come to work for us, for 
instance, and I interview an awfully lot of young men, and the thing 
that bothers me is the change in their attitude. Their attitude is, 
‘“‘What is there in this for me? Why should I work so hard? Why 
should I knock my brains out? If I make more than $600 a month the 
Government will take most of it anyway.”’ 
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Now, I think that is a very serious proposition. The old bale of 
hay that built Westinghouse and du Pont and all those great corpora- 
tions and made Henry Ford work like hell to build the great Ford 
Motor Car Co. is simply gone. 

And instead, we are asked questions like these : “What is your pension 
plan? What sort of security do I have? What kind of a hospital 
insurance do I have?’’ 

Not, ““What do I get if I work like a son-of-a-gun in your company, 
Mr. Fox.”’ 

They want to know if the rest of their life is going to be taken care 
of. I don’t think the young people are any different basically now 
than they were 20 years ago, or 40 vears ago. I think there is just 
as much ingenuity, energy, and drive there. They have the same 
blood in their veins as was in the boys’ veins who built this country. 

But unless the incentive is there, unless the chance to build is 
there, I think we are going to knock these fellows off. 1 really do. I 
am sincere about that. 

Senator HeNprRicKson. You cannot have your cake and eat it, too. 
I mean, if you are going to have all of this security, then vou cannot 
have the other. 

Senator Benton. Usually you cannot find great opportunity and 
security in the same pac kage, there is no doubt about that. 

Mr. Fox. That is right. I think if they were given a chance to 
make their choice—I am talking about the 2 percent of the fellows 
who rise up and do a job and are willing to spend the time and go 
through all the grief that is necessary and get the ulcers that it takes 
to bring anything new home—if they think there is a chance of doing 
that, they are willing to do it. 

But it they see there is no hope, then you just nullify all of this 
drive. The reason ] am making a speech about this now is because I 
have seen so many of them. 

Senator Benton. Are you going to tell us about the ulcers that 
you are getting? 

Mr. Fox. Well, I am not so sure that I don’t have them. But we 
are over the hump. Nonetheless, we are close enough to the thinking 
of these new fellows. 

I made a little talk along this line before the Sales Executive Club 
in New York, which is a very fine organization, and after I finished 
talking, or rather, after I finished waving my arms about, a young fel- 
low came up to me and said: 

“T would like to see you, because you are talking right down my 
alley.” 

He was a young entrepreneur from Kansas, and he had been ringing 
doorbells in’ New York for 3 weeks. He had a marvelous idea for 
preserving vitamin A, that is carotene, in alfalfa, for cattle. 

Mr. Srutts. He has been to our committee in Washington also, as 
well as in New York. 

Mr. Fox. He was ready to cry. He said, “Here it is. I know it 
will work. It is a great scheme, but I cannot get anybody to put the 
money into it because they cannot get the money back, and I am just 
licked. What can you do? How can you help me?” 

] said, “‘ You have only one choice. If you want it to go, sell it out 
and settle for whatever you can get, because you have not got a prayer, 
brother.” 
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He said, ‘‘I will not sell it out. I will go on the road for 6 months, 
if necessary, and make the same speech you made, if it will help.” 

But that is a problem, and it is a very serious one, and J think that 
a measure of relief can come through this sort of thing, because if a 
chance for the young outfit to start is given, then the fellow can see a 
means of getting equity. 

I mean, we all know that we have to pay a big income tax, but there 
is a big chance to build equity in something, if that something can 
make money, and get it over today. 

Today, Minute Maid stock, which was absolutely worthless in 
1947, when I gave Bing Crosby 20,000 shares of it in order to get him 
to go on the air for me—I gave him 20,000 shares of worthless stock, 
because he and I both thought that he might help to make the com- 
pany well known, which he did. 

But the point | am making is that that equity in that stock is now 
worth a lot to Bing Crosby and to me, you see. And when we sell it, 
we will pay good income taxes on it. 

Senator Benton. What is the equity value of your company at the 
going market price? 

Mr. Fox. Well, it is less than the market price, but the book value 
is about $9.50, and the current market is about 7 

Senator Benron. I meant in total. 

Mr. Fox. The number of shares? 

Senator Benton. The total market, if it is $7 a share. How many 
shares are there? 

Mr. Fox. The total value is $9% million to $10 million. 

Senator Benton. In value, according to market judgment? 

Mr. Fox. That is right. 

Senator Benton. May I make a comment, Senator? 

Senator Henprickson. Proceed. 

Senator Benton. I think that not only Senator Hendrickson and I, 
but all of the members of the Senate Small Business Committee, would 
be deeply sympathetic with most of the points you make in your 
excellent memorandum. 

It is urgently in the interest of all of us to give every break we can 
to the small entrepreneur, not merely in his interest, but in the 
interest of all of us. 

Now, the problem is, How can we do this in this day of an urgent 
need for high taxes, without encouraging abuses, such as you have 
just told us about in Florida, where, to avoid taxes during the war, 
people plunged into overexpansion in the planting of citrus fruit? 

How can we do it on a basis that is not unfair to other taxpayers 
with comparable earnings, income, and potential earnings and incomes? 

We don’t want to give a corporation a special break for 5 years, with 
no taxes just because it is a new corporation, and let that corporation 
at the end of 5 years dissolve and form another new corporation, and 
have another break for another 5 years. I cite this as a quick, crude 
example. 

We do not want to proliferate new corporations. For example, 
the Government should not permit my Muzak Corp. to set up 100 
corporations in every one of 100 cities in order to have new or small 
corporations, and by being new or small corporations to avoid taxes. 

Mr. Fox. No, I don’t want any of that. 
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Senator Benton. I just give you these as quick illustrations, to 
show that a part of the problem here, the dilemma is how to give 
special breaks to the kind of fellow you are describing, yet to see to it 
that the laws would not be subject to grave abuses by big corporations 
or others. 

if people can wholly avoid excess profits for 5 years by founding a 
new corporation, I fear we would greatly proliferate new corporations. 

Mr. Fox. Of course, you would have to set up something to insure 
bona fide operation. 

Senator Benron. The second problem is that of equity which I 
have discussed with previous witnesses. The Government cannot 
say to a man that because he is in the Minute Maid business he will 
be allowed to get rich but that if he is a lawyer or a doctor the Gov- 
ernment will see to it that he stays poor. 

This problem of equity is very difficult. It means that in anything 
the Government does, it must expect to get roughly the same amount 
of taxes sometimes from people with similar incomes and estates. 

Mr. Fox. They will, don’t worry. 

Senator Benron. Maybe a doctor should pay his taxes as he goes 
along every year. A small and independent business may have 
losses to « ‘arry forward, or he may have profits to carry backward, and 
his adjustments may postpone taxes so that he pays them several 
years from now, when he is in a better position to stand them, but, 
if we are to be fair to others, pay them he must. 

Mr. Fox. Don’t you agree, Senator, though 

Senator Benton. Similarly, to make this point clear with another 
observation on obsolescence and depreciation, I have for many, many 
years, long before I was in the Senate, advocated, and I still feel the 
same way, a national policy permitting our businessmen to depreciate 
their equipment as fast as they wish. 

The Government would in fact have made a good deal of money 
on this policy had it been allowed, because we have had a rising tax 
rate. I think such a policy is wholly equitable. Further, it’s good 
for the country. If you let a fellow buy a new machine for $10,000, 
and let him charge it off in 1, 2, 3, 4, or 5 years, as fast as he wants to, 
that will speed up the development of the economy. This speeds up 
modernization, this helps the little guy to compete with the big 
fellow. It has all kinds of advantages, but it does not mean that, 
if the man is successful the Government is not going to get the tax 
money. The Government gets it all right, and perhaps more of it, 
but later. This is not giving a man lower taxes because he happens 
to be a businessman. 

Mr. Fox. This thing that I feel does not make sense, though, is 
that somehow or other the capital that goes in on a risk basis to any 
venture should see its way clear to be paid back and turned over 
within a reasonable amount of time. 

As it is now, under the present tax picture, usually it means from 
10 to 12 to 15 years before the original investment can be paid off 
out of what is left after taxes are taken. ‘That is just too lean for the 

risk involved. 

But I recognize this possible abuse problem, and it is a serious one, 
and I do not have the answer for it. 

Senator Benton. And the great need for money by the Government 
is a third basic problem. 
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Mr. Fox. There is a basic pattern, perhaps, that can be investi- 
gated. We in Florida enjoy tax relief for our first 5 years down there 
in State taxes, because Florida wanted us there. It makes sense in 
Florida, so I cannot see why it does not make sense on a broader 
basis for the national picture, to encourage new companies to start. 

I am certainly not in a position to make the study or to be very 
specific about how you can protect the various equities. All I think 
is that every effort should be made by you men who have the interest 
of the Nation really at heart and are looking after us in the taxpaying 
group, and also I think you have a real responsibility in wondering 
about what is going to happen 5, 10, 15, or 20 years from now. 

Senator Henprickson. That is one reason why we are here today. 

Mr. Struts. Mr. Fox, in his sales executive speech that I read in 
the newspapers, used a phrase that I think this subcommittee would 
feel is quite a valid one, and that is: “the economic dust bowl” 
which is in prospect here if the red line keeps dropping farther and 
farther. If there is no incentive in a short war period, we can take 
it, ] think we have to take it, for a 2-, 3-, or 4-year period, but if there 
is going to be a 20-year, a 10- a 15-, or a 20-year mobilization effort, 
then we are really up against it. 

Senator Benton. I don’t know whether it will be a dust bowl, but 
the changing economy will change the American people in ways we 
‘cannot foresee. 

Mr. Fox. About a month ago I made this economic dust bow] talk. 
I was down in Winter Park, Fla., where I was debating more or less 
with some very top economic minds of the country, and I was in a 
pretty bad position when it came to the intellectual side of economics 
and what not, but I was surprised with the amount of enthusiasm 
among that group of intellectual thinkers about what is going to happen 
trendwise to a country like ours 50 years from now on this whole 
subject. 

Later on, at the receptions after the various sessions, they were 
trying to discuss it with me at all times, and they have continued 
to write to me about it. 

Senator Benton. If young men cannot start in business, we are 
going to have a dust bowl, in my judgment, even more serious than an 
economic one. We will be heading toward a period where the freedom 
of opportunity and enterprise will be lost. 

Senator Henprickson. You will have the cartel system. 

Senator Benron. We might do pretty well in holding up our 
productivity for a while through Government operation and the forces 
of the giants competing with each other, but we would very shortly 
reach a very wretched level on the psychological front. We would 
lose the things that this country has stood for throughout its history, 
and for which we have always fought. 

Mr. Fox. There is an interesting side light, and I have gone around 
shooting off my mouth on it, and I find that my audience usually 
breaks down sharply into two groups—the fellows that have gotten 
there, or are in responsible and secure positions with big corporations, 
they have one attitude, and there is no problem at all—‘‘We will take 
care of everything. Standard Oil will take care of everything, du 
Pont will take care of it, General Motors will take care of it, there is 
no new problem that will not be taken care of. All new ideas that 
ever come up, we can handle.” 
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Well, on the other side, the little fellow who thinks he can do better 
for himself and better for the economy is to be considered. 

Senator Benton. Even if he does not earn as much money. 

Mr. Fox. That is right, by hanging out his shingle he says, “This 
is my religion; I love it.” 

Senator Hmnprickson. Thank you very much, Mr. Fox. 

Senator Benton. You have been an excellent witness, and you have 
given us a fine paper. 

Could I make one last comment? There are bad ways to en- 
courage the starting of new businesses as well as good ways. The 
illustration that there are bad ways was quickly brought out by the 
fact that more new businesses were started in 1932 than in any other 
year in our history, because we had such high unemployment in 
1932 and when men couldn’t find jobs and were starving to death, 
in desperation, they started any kind of new business. Many were 
the tragic “‘selling apples on the street”’ type of business. 

Now, conversely, one factor that has caused the decline of new 
businesses in that chart of yours is not due to taxes. I do not know 
how much to weigh taxes in the balance, but at very high levels of 
prosperity such as we have been enjoying in this country, on the record 
of the past we don’t tend to have as may new ventures started as when 
we are doing not so well. 

Mr. Fox. Is that so? I did not realize that. 

Senator Benron. That is important. It modifies your chart. 
That dropping line of vours is partly explained by the fact we seem to 
have been doing so well. 

isn’t there at least one more factor, too, besides taxes? In 1946, 
the young men were coming out of the services, and they had been 
sitting around in fox holes thinking about the fact that they didn’t 
want to go back to work for St: andard Oil of New Jersey. They came 
out older and with a good deal of zip. They started businesses. 
Further, in the last 2 years they have not started businesses because 
they have been fearing that they are going to be drafted and pulled 
into the service. 

Mr. Fox. That is right. Thank you. 

Senator Henprickson. Thank you very much. 


STATEMENT OF H. J. MARKERT, VICE PRESIDENT-COMPTROLLER, 
PUROLATOR PRODUCTS, INC., RAHWAY, N. J. 


Senator Hrenpricxson. Mr. Markert, will you come forward, 

ea For the record, will you identify yourself, please? 
-Marxert. H. J. Markert. L represent the Purolator Products, 
san Rahw ay, N. J. 

It is my understanding, Senator, that you are interested in the 
effect of Federal taxes on small business. I do not have a formally 
prepared statement with me. I am substituting for the president of 
our company, who is physically unable to attend. 

The problem of our company is that of a growth company, which 
is part of a growth industry. By way of background information, I 
might tell you that Purolator Products started in 1923, and it is 
generally identified with the automobile industry, although our 
product has much wider application than automotive. 
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Tt was a brand-new idea at its inception; it had not been previously 
entered into, and the idea of oil filtration was never before attempted 
in the automotive industry before our advent into the field. 

We started out very modestly. The company at that time was 
successful in attracting a small amount of risk capital, but not nearly 
enough to support the volume of business that it is presently enjoying, 
so that it remained for the company to raise additional capital re quire- 
ments, largely through its own efforts. It was a case of raising itself 
by its bootstraps, if you will, because the net equity of the company 
now is represented largely by retained earnings. 

It is of paramount importanc e to us if we are going to continue that 
policy to retain as much of our earnings as possible. As the previous 
witness has told you, it is extremely difficult to attract new venture 
capital today. 

Mr. Srutrs. You are a fairly large company now, are you not? 

Mr. Marxerr. Yes; we enjoyed sales last year of $25,000,000, 
which is an all-time record with us. 

Mr. Sruttrs. Your main plant is in Rahway? 

Mr. Markert. Yes, sir. 

Senator Henpricxson. Do you have other plants? 

Mr. Markerr. We have a wholly owned subsidiary in Canada. 
We have recently established a manufacturing unit in Pennsylvania. 
It is a much smaller operation than this New Jersey one. 

Now, by way of illustrating the difficulty that confronts us, last 
year, as I have already indicated, was a record year for our company. 
In order to maintain the sales volume that we enjoyed last year, it 
was necessary that we invest a considerable amount of money in 
inventory. 

I would like to bring to your attention the fact that the net profit 
for the year, after computation of Federal taxes, was less than the 
amount that we required to maintain that volume of business. 

In other words, we had, in the face of a record year, to resort to 
borrowing in order to insure that we would have enough material on 
hand to meet the demand. 

Senator Henprickson. That is almost inconceivable. 

Mr. Markert. Well, it is a matter of record, sir. 

Senator HenpricKkson. I don’t doubt it, sir. 

Mr. Marxert. We went into 1951 in a sound position. We 
experienced- 

Senator Henpricxson. Right there, before you go any further, do 
you attribute that, in the main, to taxes? 

Mr. Marxkert. Yes, I do. 

There is one other point that I would like to make to illustrate the 
effect of taxes. 

Senator Henprickson. I did not mean to interrupt your chain of 
thought, but I wanted the record to show that. 

Mr. Marxerr. That is all right. 

There is one other illustration that I can give you to indicate the 
effect of taxes on our company’s economy, and that is this, we have 

recently completed by an independent outside industry an appraisal 
of plant and equipment. The purposes for this, of course, were many, 
to find out if we had adequate insurance coverage, and if we could get 
a more realistic depreciation policy, an idea of what it would take to 
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replace the physical equipment of our plant in case of fire or some 
other such thing. 

Now, bear in mind that depreciation is allowed on original cost, 
not on any appraised value, but the replacement of that equipment, 
must be made at the current market price. 

This is an old accounting concept that has been bandied back and 
forth by various accountants and lawyers and tax experts, I think 
since 1913, when the first tax law was enacted. However, it is being 
brought home to us very graphically today because this appraisal that 
we made of our plant and equipment indicates that its replacement 
value today is approximately three times its book value, so that if 
we have to replace any machinery on the average, I say the composite 
picture indicates that we can expect to pay two times what the 
machinery is on our books at, at its net book value. 

I previously indicated to you that we had not been able to maintain 
sufficient of our operating profits to even carry the inventory required. 
Obviously, then, there is not enough left to provide for equipment and 
machinery replacement, and we have not yet talked about providing 
for a return to the stockholders, because after all, the owner of a 
business is entitled to something on his investment. 

Senator Henprickson. How many shares of stock have you out- 
standing? 

Mr. Markert. We have 421,000 shares, roughly, some odd 

hundred, and as an indication again of what we are trying to do to 
compensate the owners of the business for supplying the risk capital, 
last year, in the face of this situation that I have commented on, 
we gave them a stock dividend instead of a cash dividend, thereby 
retaining a good part of our cash reserves in order to finance the 
expanding operations, and yet indicating to the shareholders that we 
were not unmindful of the fact that they were justifiably entitled to a 
return on their investment. 

Mr. Srutts. Of course, you can do that only for so long. 

Mr. Marxk:ir. That is true, because sooner or later it catches up 
with you. 

Now, the next time we declare a cash dividend, it will of necessity 
be 10 percent higher than the last one, because there is 10 percent more 
shares outstanding. 

So that has a cumulative effect, and right now we have to face up 
to it, but we could not afford to pay the stockholders last year in cash 
what we felt they were entitled to on the basis of our profits, our 
operations, so we gave them an evidence of our good intentions, so to 

speak. We just gave them another piece of paper. 

We have not had any crying and wailing and gnashing of teeth on 
the part of stockholders. The company, inc identally, is not closely 
held. It is publicly owned. It is not traded on the so-called big 
board, it is an across-the-counter security. It is quite active. 

Senator Benton. What is a Purolator? 

Mr. Markervt. It is an oil filter. I mentioned that before you 
came in. 

Senator Benton. Please don’t repeat it. Iam sorry. 

Mr. Markert. It is generally allied to the automotive industry, 
according to the thinking of most people. We provide filters for 
many purposes. They are used to filter the toothpaste through, they 
are used to get abrasives and paints and various chemical processes; 
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they are used on locomotives and Diesel engines, on all types, as well 
as in the automotive field. 

Senator Henpricxson. However, that is your biggest field, the 
automotive field? 

Mr. Marxert. That is correct, sir. I mentioned the rather high 
replacement cost of machinery and equipment. 

Senator Henprickson. You mentioned a few moments ago, if you 
will excuse me for interrupting your train of thought, but you men- 
tioned just a few moments ago that you grossed $25,000,000 last 
ye ar? 

Mr. Marxkert. Yes, sir. 

Senator Henpricxson. Now, what portion of that was profit? 

Mr. MARKERT. $4,000,000, before taxes. 

Senator Henpricxson. Before taxes? 

Mr. Markertv. Yes, sir. However, if this is for publication, I 
would appreciate deleting that from the record. You see, our an- 
nual report is going out next week, and we never release that infor- 
mation prior to our stockholders getting it. 

Senator Henprickson. Well, this will not be published for another 
month. 

Mr. Markert. Well, if it is not going to be published for another 
month, that is quite ell right. Now, this high replacement cost—— 

Senator Henpricxson. I am sure that the press will keep that 
information to itself. 

Mr. Markert. It has a direct bearing on excess profits, because we 
know the excess-profits-tax credit can be computed in two ways, the 
earnings method against the capital method. 

Now, the net equity of a company, of course, represents the asset 
value of the company, and the excess-profits-tax credit is computed 
thereon. 

However, I do rot think that that is an accurate picture, in light of 
the fact that a company may have a $3,000,000 net equity, but 
it would cost them $6,000,000 to replace that plant, and yet the 
Federal Government or Treasury Department says, ‘‘ You shall get X 
percentage of that net equity against excess profits, and everything 
over and above that percentage is defined as excess profits.” 

Now, a lot hinges on that definition of what constitutes excess profit. 

If you are faced with the necessity of replacing your home, and you 
know that you have a $10,000 home, but a new one is going to cost you 
$20,000, and you have to provide for that additional cost out of 
current income, you are going to do everything in your power to set 
aside the additional $10,000. But that is not available to cor porate 
taxpayers. He must continue charging his operations with that por- 
tion of his original $10,000 cost that is applicable to the current year, 
and yet when replacement faces him he has to spend the $20,000. 

Senator Henprickson. That is a very good example. 

Mr. Markert. That is going to work, and it is in the process of 
working a hardship on my own company. As | indicated to you, 
this company was formed in 1923, making it 29 years old, and we are 
now being faced with a broad program of replacing equipment, as you 
can well appreciate. 

When a company reaches its 25-year mark, it goes through a re- 
placement program. It must, if it is going to keep pace with “modern 
development. We are faced with such a program now. 
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Again I go back to the point I made before, that there was not 
enough profit left after taxes last year to finance the inventory that we 
had to carry, and on top of that we had these two other problems— 
plant replacement and return to shareholders. 

[ have told you how we attempted to return something to our 
shareholders. I will tell you now, in order to replace our machinery 
and equipment, we had to resort to borrowing, and that in the face 
of an all-time record year. 

Now, that, to me- 

Senator Henprickson. As you said before, that was due to taxes? 

Mr. Marxert. That is correct, sir. Out of the $4,000,000 that I 
mentioned, and this again is off the record—no, it is not, because this 
will not be published for a month, but out of the $4,000,000 profit 
we had before taxes, we had less than a million and a half dollars left 
after te axes. 

Everything else went for Federal taxes, Federal normal, surtex, and 
excess-p! ofits taxes. 

Now, too, you may take the position that since the company was 
subject to excess-profits taxes, then it must have earned excess profits, 
but I submit to you that these profits, in the light of the conditions 
I have recited, are not excessive profits, as I define excessive profits. 

Senator BENTON. Yes. there is a big difference between excessive 
profits and excess profits, certainly in many companies. 

Mr. Marxerr. Yes. We are a growth company, as I told you 
before, in this industry which we are a part of, and we have made, 
we feel, a very definite contribution to the economy of the country, 
not in the providing of jobs only, and employment—— 

Senator Henprickson. How many stockholders have you? 

Mr. Markerr. Approximately 1,500, sir, and we will have at the 
end of the year about 1,600 employees. 

The essentiality of this product to the national economy was 
evidenced during the last war, when about 80 percent of production 
was taken by the armed services. Our product was used on military 
vehicles, sbips, tanks, planes, and so forth. It was very widely 
used by the military services. 

So it is not a gimerack that economy can get along without; it is a 
necessity. It is a very definite improvement that industry needs. 

We feel that as a result of this taxing program, it results in the 
stifling of expansion, and at least insofar as we are conc erned, be- 
cause you can just make so many trips to your banker. You cannot 
keep going there every Monday morping. One Monday morning be 
is going to say, “Well, I am sorry, but you have gotten as much as 
I can give you,” and that is the end. 

There is one other angle to this that disturbs me somewhat, be- 
cause I have noticed a decided inclination on the part of business 
generally to regard borrowing as a substitute for equity capital, and 
as a direct result of the tax structure, it is actually more economic, and 
in some instances will even show a corporation a profit, when it bor- 
rows capital instead of attempting to raise equity mvestment capital. 

Mr. Srutrs. Right at that point, Senator, I would like’ to tell you 
that one of our witnesses in Bridgeport told us that there is a thriving 
business in renting machinery rather than in buying machinery. 

Mr. Marxerr. In that direction, sir; I can tell you that we do not 
own a single plant today. We were, up until 2 years ago, located 
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here in Newark. We had two factories here in Newark. We had 
several warehouse locations. 

But in the consolidating process we divested ourselves of all real- 
estate holdings. We are now operating in leased premises. We 
simply cannot afford it. 

Senator HpNpDRIcKSON. Long-term leases? 

Mr. Markert. That is right. We cannot afford to tie up money 
in bricks and mortar. 

Mr. Sruurs. That is too bad, because it gives you much less flex- 
ibility, doesn’t it? 

Mr. Markerr. Not necessarily, sir. The proceeds of the sale of 
the fixed assets actually moves it up, and you have a better looking 
balance sheet. 

Senator Benron. I think there may be advantages even apart from 
tax laws. 

Mr. Markert. There are certain economic advantages, yes, sir; but 
even then, when moving from Newark and consolidating our opera- 
tions, one of the governing factors to go into long-term leases versus 
ownership was the effect of the tax structure on our earnings. We 
could not afford to tie up our money in plants. 

Senator Benron. I have never had enough money to own any 
bricks and mortar. It is true that many businesses, regardless of tax 
laws, prefer to put their money in things that seem to them more 
productive. 

Mr. Markert. Yes. It is particularly true of a company such as 
ours, that is a growth company. We need this money in order to 
finance the expansion that we see ahead for us. 

Senator Benron. That is right. I am in the same position in my 
companies. 

Mr. Markerr. The wisdom of our judgment was evidenced by the 
volume of business we did last year. We came along from our first 
postwar year, which was $8,000,000 in 1946, and last year we did 
$25,000,000. 

Senator Benron. Without any new outside capital? 

Mr. Marxerr. Well, we resorted to borrowing, but no equity 
capital. 

Senator Benron. That is a fine achievement. 

Mr. Marxerr. Well, we feel that is a testimonial to the manage- 
ment of the company, and the fact that our financial institutions have 
evidenced that much faith in the company is a wonderful thing, but 
we are being sorely pressed right now. 

Senator Benron. You are sorely beset by your own prosperity on 
the one hand and by taxes on the other? 

Mr. Marxerr. That is right, sir. We see almost in the immedi- 
ate future a stop to this expansion program, and, as I said before, we 
cannot make too many trips to the bank, or one day we are going to 
go there and he is going to say, ‘““As much as we would like to let you 
have it, you have got as much as we can give you.”’ 

Senator Henpricxson. He will just say, “You have had it.’ 

Mr. Markert. That is correct. 

Now, I don’t think that is good, because when starting with an 
idea, this company has developed to a point where it is giving gainful 
employment to 1,600 people. 
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Senator Henprickson. I imagine you have quite some money in- 
vested in research, from what you said. 

Mr. Markert. Well, when you say invested, I would say that it 
has been spent in research. We are not carrying it on our balance 
sheets as an investment. 

Senator Benton. Is yours a family-controlled business? 

Mr. Marxert. No, sir. I mentioned previously that it is publicly 
held. 

It is an over-the-counter stock. The largest single stockholder does 
not own over 10 percent of the outstanding stock. It is very widely 
held. There is no concentration of ownership. 

Mr. Srutrs. So you would not have the worries there that many of 
the men bay e been testifying to, on the death of one manager or one 
shareholder? 

Mr. Markert. No, sir. 

Mr. Sruuts. It is widespread enough so that you don’t have that 
worry. 

Mr. Marxert. No, that is not a problem with us, fortunately. We 
do have many problems, but that is not one of them. 

I understood, Senator, because of this growing tendency on the part 
of business to regard borrowi ing—perhaps I am being repetitious here— 
to regard borrowing as more desirable than the attracting of risk 
capital, venture capital. 

As I mentioned a moment ago, it is more economical under today’s 
tax structures to resort to borrowing than to attempt to attract new 
venture capital, and from that you can get into a situation where a 
corporation can actually make money by borrowing. 

Senator Benton. That is unhealthy, I agree with you. 

Mr. Marxert. I think that is a deplorable situation. 

Senator Bunron. To give a man an incentive to run into debt is not 
in line with the past history of American business, and it is not healthy. 
It may turn out to be smart over the next decade, [ don’t know, but it 
dist resses me. 

Mr. Marxert. There seems to be a greater acceptance of this 
concept of borrowing more all the time, ach t worry about tomorrow, 
that will take care of itself, somebody named George will take care of it. 

Senator Benron. We have a provision in the tax law by which on 
these borrowings a company gets credit against excess profits. 

Mr. Marxert. Yes; that is the point I am trying to make. There 
is also this insidious thing that has permeated the financial atmosphere 
of any company, and that is that I find I am continually battling with 
it, and that is that people in the country today are constantly referring 
to the fact that a certain item of cost should not be taken too seriously 
because after all it will only cost us 30 cents on the dollar—that is 
what the people in our companies say, it will cost us only 30 cents on 
the dollar. I say, I am battling that all the time. 

IT am in control of this company, and as such I am charged with the 
responsibility of conserving its assets. 

Senator Benton. An interesting question was asked by Senator 
Hendrickson that was not answered. 

Beyond what point do you think this incentive to waste becomes 
most difficult to resist? How high can we carry these top excess 
profits brackets before we provide such incentive to waste that the 
waste in the economy caused by the high brackets is greater than the 
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productivity to the Federal Government in extra revenue? Is my 
question clear? 

Mr. Marxert. Yes, I believe a survey was conducted by the tax 
foundation, of which John Haines is chairman, and the foundation 
in its survey determined that this so-called break point to which 
you refer occurs at about the 50-percent point, and when the tax 
exceeds or when the tax take exceeds 50 percent of the income before 
taxes—— “ 

Senator Benron. Would you put it as low as that? I know that 
that is just arbitrary judgment, but I have more faith in businessmen 
than that and I think they will fight hard for 50-cent dollars. My 
judgment out of my own business experience is that when the top 
bracket goes beyond 65 or 66 percent, we are at the critical point. 

Certainly we were at it during the war with 85 percent. Whether 
we are at it at 70 percent, I don’t know, but I think we are. In 
general, I feel we can in time of crisis or war go up to 65 or 66 percent 
before we hit it. 

Mr. Markert. Well, my personal opinion would pretty nearly 
conform with yours, sir. 

Senator Benton. It is just an arbitrary judgment after years of 
observation of business. We are too high now, it is too much 

Mr. Marxert. The businessman feels that he is being caught in a 
squeeze play here, because the Treasury Department has recently 
announced that it will pay much closer attention to increased expendi- 
tures on the part of corporations for such things as research, sales 
promotion, advertising, et cetera. 

Senator Benton. Yes, and that is a most unhappy situation. Put- 
ting that kind of power in the hands of Treasury accountants is dan- 
gerous and potentially very wasteful. 

Mr. Markert. I was just going to comment on that fact. 

Senator Benton. You don’t give such power to your own account- 
ants in your own firm. 

Mr. Markert. That is right. That approaches the point where 
the Government is ciesaiian the policies of a company; they are 
telling them, ‘“‘We are not going to let you do this, we are not going to 
recognize this expenditure for research, because by some arbitrary 
formula they think it is too high.” 

Senator Benton. I don’t think it would hurt if the Government 
took a good look at some of the e xpe nse accounts. 

Mr. Marxert. They possibly could. 

Senator Buenron. But that is a wholly different kind of judgment. 

Mr. Markert. Well, I will not discuss expense accounts. We do 
not have them in the accepted sense of the word. 

Our policy at Purolator Products has been ultraconservative in 
every respect, even in connection with the return to the shareholders. 

I commented before that this company evolves from an idea it had, 
and for 18 years the stockholders went along with the idea and did 
not get a penny back. 

Now we are confronted with a situation of where the company has 
brought this idea to fruition, and it is yielding a gain, and we have to 
try to figure how much we can give the stockholders, and then all we 
do is give them another piece of paper and tell them, “‘ You-have been 
very nice, and now, instead of a hundred shares, you now own 110 
shares, and everything is just dandy.” 
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The stockholders go away scratching their heads and feel that they 
have been had. 

Senator Benton. And does the stockholder have to pay a tax on 
his receipt of the shares? 

Mr. Marxert. No, we tell him that he does not have to pay a tax 
unless he sells it, but the minute he tries to realize something on the 
investment, he must pay income taxes. He can only realize that by 
sale, thereby sacrificing equity in the corporation. 

Senator Benton. To your higher income stockholders, it is a break, 
because, on selling, they only pay a 25-percent tax. 

Mr. Macxert. We considered that angle, and it is the only way 
in which we could give them a small break. 

Senator Benton. It is a smart angle that must benefit a few of 
your stockholders greatly. 

Mr. Markerr. Well, it does not benefit the fellow with 50 or 100 
shares, and the Stock Exchange completed a survey some time ago 
showing that the average shareholder in an American corporation 
owns less than 100 shares. Many of them are women whose husbands 
have died and left them an estate. These people are dependent on 
the income from these investments. 

Then we come along and we give them another piece of paper, and 
they cannot even buy a loaf of bread with it. 

Senator Benton. I would also conclude another thing from your 
statistics on the average shareholder: That many of our richest and 
ablest men may be too smart to be buying stocks on the New York 
Stock Exchange. 

Mr. Markerrr. Well, people have been buying their own businesses 
and backing their own judgment in putting the money into their 
own enterprises, rather than scattering their money across the big 
board, many of the smart people have done that. 

Not only that, but I think the economy of the country today lends 
itself io a corporate structure, rather than to the old entrepreneur type 
of business enterprise. 

You just need so much money today to start a new business, as the 
preceding speaker commented, that the average individual just cannot 
raise sufficient capital to start his business. He must have a group 
of partners, and it becomes unwieldy if he has all those partners. 

Now, a corporate structure is the answer. He must diversify. It is 
interesting to note at this particular point that one of the members of 
our board of directors happened to be Mr. Haines, who was Under 
Secretary of the Treasury, and on the occasion of our 25th anniversar; 
several years ago, Mr. Haines commented on the fact that under to- 
day’s economy it would be well nigh impossible to do what Purolator 
Products has done to finance itself out of operation. 

Mr. Sruirs. You would also agree with Mr. fox that it would be 
impossible to start a Minute Maid Co. in 1952, would you not? 

Mr. Marxert. Yes; I would. 

Senator Benron. He goes back only 7 years, and you go back almost 
30 years. Mr. Fox says that you could not now do what he did, 
starting as late as 1945. 

Mr. Marxerr. I quite agree with him. Now, that gives rise to 
another problem which is not directly concerned with the effect of 
taxation on our company, except indirectly. 
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We are faced with a responsibility to our employees to see that they 
are compensated in a manner so that they can provide for their old 
age, let’s put it that way; in other words, I can summarize it by saying 
that industry generally recognizes an obligation to provide pensions 
today, and the practice is becoming very widespread. 

One of the main reasons for that program on the part of industry is 
a recognition of the fact that the employee today cannot retain enough 
out of his earnings to secure his old age, or it is almost impossible. 

Senator Henprickson. You refer to the average, of course, 

Mr. Marxkert. Yes, sir, and it gets worse as you go On, as you go 
up the scale. 

Senator Benron. I think you refer more to your executives. 

Mr. Markerr. Either way you want to look at it, but it gets worse 
as you go up the seale. It is exceedingly difficult for a $50,000-a-vear 
man to reconcile himself to $80 a month social security benefits, more 
so than a man getting $150 a month, yet if he is precluded from setting 
some aside every year, that is his only recourse. 

Senator Henprickson. There is no doubt but that you are correct. 
He is likely to lose it or find himself unable to hire good employees, if 
he cannot take care of them. 

Mr. Markerr. That is right, and there you have a problem, too, 
because the Treasury Department reserves the right to pass judg- 
ment on any pension plan, and if they reject it, it does not become 
a tax deduction. 

Senator Benton. Hasn’t the Treasury in general been quite liberal? 

Mr. Markerr. At the moment, sir, I can tell you this, that the 
Treasury Department is quite liberal in passing judgment on pension 
plans, and by the same token, the Salary and Wage Stabilization 
Board have also taken the attitude that anything the Treasury De- 
partment approves, they will go along with it. So it does not con- 
stitute an insurmountable problem from the standpoint of complying 
with applicable wage regulations. 

Senator Hunprickson. But it could. 

Mr. Markerr. It very definitely could, Senator. In other words, 
this thing could well boomerang at any time. 

Senator Brenron. Senator Hendrickson, we have had a fine witness 
here. 

Senator Henprickson. I think we have had one of the best of the 
day. 

You have been very helpful, Mr. Markert, and I certainly appre- 
ciate your coming down here. 

Before I go, I would like to ask you another question. You heard 
Mr. Fox testify about these new corporations, and we stumbled right 
into it as soon as we started to discuss his proposal, we stumbled right 
into this business of equities, and the inability to prevent evasion of 
all sorts. 

Did you give any thought to that? 

Mr. Markert, Well, sir, there is one approach that we might take 
to that problem, and that is this, and I am again possibly influenced 
or even prejudiced by my association with my own company: I felt 
that if some credits were extended to a corporation for the dividends 
it has returned to its shareholders, there would be some measure of 
relief provided there. We used to have in the tax statutes a so-called 
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dividend-paid credit. I believe it is generally recognized that there 
is an element of double taxation involved in the return to a share- 
holder, and it is really nothing more than the interest you pay to a 
bank for borrowing. He has put money into it, and he is entitled to 
some return, yet we cannot deduct that return to the shareholder as 
an expense of operating our business. 

If we borrow the money from a bank, the interest we would pay to 
the bank would be deductible. Now, if we were able out of this 
$4,000,000 profit to deduct an amount equal to the dividends the 
stockholders are entitled to, the tax burden would not be quite so 
heavy. 

We would have, possibly, instead of a $3,500,000 liability, a 
$2,000,000 liability of Federal taxes, and we could still be paying 
the $3,000,000, but a million to the shareholders, and $2,000,000 to the 
Government. 

As it is now, we are paying $3,000,000 to the Government, and a 
million to the shareholders, which is $4,000,000, and our profit is 
$4,000,000, so you have nothing left. 

Senator Henprickson. Off the record. 

(Discussion off the record.) 

Senator Henprickson. Back on the record. 

Well, gentlemen, I want to thank you all for being here, and as 
there is nothing further to come before us, we will close this hearing. 

(Whereupon, at 3:15 p. m., Friday, March 14, 1952, the hearing in 
the above-entitled matter at Newark, N. J., was closed.) 
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FRIDAY, MARCH 28, 1952 


Unirep States SENATE, 
SUBCOMMITTEER ON TAXATION OF THE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
Los Angeles, Calif. 

The Subcommittee on Taxation met, pursuant to notice, in room 
330, Federal Building, Los Angeles, Calif., Senator William Benton 
presiding. 

Present: J. C. Dockeray, Director, Economic and Production Divi- 
sion, Office of Small Business, NPA. 

Walter B. Stults, assistant staff director, Senate Small Business 
Committee. 

Senator Benton. The hearings will come to order. 

I apologize for my slight delay in arriving this morning, due to 
calls from Washington. 

This isn’t a very good time for me to be away from Washington. 1] 
am not sure whether, if this hearing had been anywhere but in Los 
Angeles, | wouldn’t have canceled it and stayed in Washington during 
a period calling for a good many decisions and actions on the part of 
many in the Senate, and particularly on my part. 

I have a special interest in Los Angeles, in part because I have been 
here so often in the last 20 years. The reporters asked me, when I 
arrived last night, whether I had been here before. I said, ‘‘1 suppose 
I have been here over a hundred times.” 

As a young man in the advertising agency business, before I sold 
out to my partners in 1935, I used almost to commute from New York 
to California because of the importance of the great Pacific coast 
market to my clients. 

Mine may have been the first eastern advertising agency to start a 
major officer here, to handle radio broadcasting. 

After I sold my interest in my advertising agency business, I 
developed other businesses that also brought me, as their proprietor 
and owner, to California. 

Encyclopaedia Britannica Films, of which I am chairman, during 
the current year is producing 70 short motion pictures for use in the 
schools; and the Muzak Corp., of which I am also chairman, and with 
which I hope some of you may be familiar, those of you who operate 
plants that use Muzak or who frequent the better restaurants or bars, 
also has interests here which have brought me to California. 

At any rate, I have many friends here; my interest in this com- 
munity goes back a long time, and is very deep. There could not bea 
better community in which to run hearings about the special problems 
of smaller independent. businesses. The industrial development of 
southern California has been extraordinary over the last 20 years. 
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I told my friends and neighbors on the day we opened these hearings 
in Bridgeport that I remembered my great interest, some 10 or 15 
years ago, when I first discovered that the Los Angeles Chamber of 
Commerce had an office in Washington, with 8 men, and had 8 or 10 
other offices scattered throughout the w orld, all the w ay from Rio de 
Janeiro to Paris. 

The extraordinary skill with which Los Angeles has provided 
leadership for promoting the great values and assets 5 of this great area in 
southern California is one of the prime reasons for the “remarkable 
growth here in the last 20 years 

As chairman here today, I thought it would be helpful if I identified 
myself to you as a businessman. In the last chec ‘k-up that I saw on 
the occupations of the United States Senate, there were only 10 of us 
who came out of the business community. It is more natural for 
young lawyers to go into politics, and those who go into politics young 
are those who tend to end up as United States Senators. I believe 
over two-thirds of the Senate today consists of lawyers. 

The subject of our hearings today is taxation and its impact on 
smaller independent business. 

You may recall that a couple of weeks ago Leon Keyserling warned 
that the United States is approaching the critical area of tax imposts, 
as he called it. He said that further increases in rates might result 
in decreasing returns in revenues to the Government. 

In a report recently issued by the Senate Small Business Committee 
on the tax problems of small business, one paragraph particularly 
seems to me to be terrifying and well illustrates the impact of the rising 
tax rates as they affect business enterprise. The comparative levels 
of the tax burden may be understood readily by looking at this 
paragraph. 

Before World War II, corporate taxes amounted only to about $1 
out of $7 in taxable income. During the war the regular corporate 
tax reached a level of $2 out of every $5 of income, plus a substantial 
excess profits tax. Today the corporate tax takes more than half 
of corporate net income, and when combined with the excess profits 
tax may take as much as $7 out of every $10 of corporate income. 

Personal taxes are now higher than during the war. Today they 
take $2 out of every $5 at the $10,000 level, and $2 out of every $3 at 
the $25,000 level, and $9 out of every $10 at the $100,000 level. 

Thus the business proprietor, who is incorporated, after paying as 
much as $7 out of $10 at the corporate level, can then be called upon 
to pay as much as $9 out of $10 at the personal level if he is a successful 
operator in the $100, 000 bracket. 

In light of such figures I think we can agree that Mr. Keyserling’s 
warning is not only appropriate but self-evident. 

The dilemma comes in part that while old-established firms can 
often go ahead on these terms, and during a period of crisis can carry 
the load of heavy taxes, the smaller competitors cannot find ways to 

‘xpand and will stagnate or fail. Frequently the latter will suffer 
foo long periods of inability to plow earnings back into their busi- 
nesses. They will suffer also from their inability to get new capital 
from sutaile. 

I hope my quick review will help explain t o you here today why the 
Senate Select Committce on Small Business was established, and will 
help explain why its subcommittee is holding these hearings today. 
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Before we call the first witness I want to pay a special tribute to 
Mr. Wilbur McCann of the Los Angeles Chamber of Commerce. 
Mr. McCann has cooperated splendidly with Walter Stults in arrang- 
ing these hearings. 

[ have often said that there is no chamber of commerce in the 
United States more aggressive than the Los Angeles Chamber of 
Commerce, though maybe that is not still true today as I used to think 
it was 10 and 15 years ago. 

| remember once saying I thought the Los Angeles Chamber of 
Commerce was better staffed and more alert than the United States 
Chamber of Commerce. I believe in the thirties it had a budget as 
big or perhaps bigger than the United States Chamber itself. I have 
respected the Los Angeles Chamber of Commerce for the aggressive- 
ness with which it fights for the welfare of its community. 

[ am glad to extend to Mr. McCann the thanks of our Senate 
committee. 

At my right is Mr. Walter Stults, the representative of the staff 
of the Senate Small Business Committee. He has been here coop- 
erating with Mr. McCann. 

At my left is Dr. Dockeray, an expert from the Department of 
Commerce on Federal taxation. Dr. Dockeray has a record of 15 
years or more experience on the problems and technical questions 
involved in our tax laws. If some of you throw curved balls on the 
tax laws that are too fast for me to keep up with, I shall be glad to 
have Dr. Dockeray here. He has made the special trip from Wash- 
ington to be with us today. 

Do you want to lead off, Mr. Joyce? Yours ts the first name on 
the list. Or shall we start with Mr. Pryne? 

Mr. Joycr. I will wait. 

Senator Benton. We have Mr. Pryne and Mr. Burdick of Pr 
& Co. of Pomona. I only know Pomona for that fine and excellent 
college of which President Blaisdell used to be an ornament, indeed 
a national ornament. 

Mr. Pryne. He still is. 

Senator Bunron. Is Mr Blaisdell still living? 

Mr. Prynz. I am not sure. 
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STATEMENTS OF RALPH PRYNE AND A. S. BURDICK, 
PRYNE & CO., INC., POMONA, CALIF. 


Senator Benion. Will you identify the type of business you have, 
Mr. Pryne, and tell us a little bit about your business before you go 
into your testimony? 

Mr. Prynn. I will be glad to. My testimony is going to be based 
upon experience during the war, as Chairman of the Board of the 
Smaller War Plants Corporation, for southern California and Arizona; 
also, as chairman of the manufacturing and industries committee of 
sei Los Angeles ¢ ‘hi umber of Commerce during that period. 
senator Benton. Then you don’t object to the compliments I just 
to the Los Ange les Chamber of C ymmerce? 

r. Pryne. No; l agree with you. Being an ex-advertising man, 
I still agree with you. 

The views which I am expressing are based upon my own experience 

as the manager of a small manufacturing business which, almost 
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entirely by means of retained earnings, has increased its net worth 
over a period of 20 years from about $15,000 to nearly $700,000, and 
its employment from a handful to more than 200, 

Senator Benton. Is yours a family business? 

Mr. Pryne. No; it is a corporation. 

Senator Benton. Family controlled? 

Mr. Pryne. For all practical purposes, a closed corporation. I 
might say I am the principal stockholder, but there are a number of 
other stockholders. And we have grown from this mere handful of 
employees of 20 years ago to approximately 200 or more today. 

They are further based upon the aneled edge that it would be ex- 
tremely difficult, if not impossible, to repeat that performance under 
our present tax system. 

It appears to the average small-business man that Congress has had 
difficulty in appraising the fundamental differences between the man- 
agement problems of large and small businesses. 

”For example, the multitude of Government reports which are now 
required, burden small business with heavy expense of expert book- 
keeping service—expense which otherwise is wholly unnecessary. 

Furthermore, the present depreciation allowances are distinctly to 
the advantage of big business. Small business usually starts with old, 
second-hand machinery and with tools of modest value. 

Consequently, its depreciation write-off is small compared to the 
larger business which will produce the same goods with high-priced, 
modern, expensive machinery, allowing large write-off. 

Taxes, however, are the main shackle that — a small business 
from growing in the manner in which a larger business can grow. 
Taxes now hold down the weak and keep them from gaining strength, 
while allowing the strong to grow stronger and to usurp the field. 

Senator Benton. The rich get ric her. 

Mr. Pryne. That is about what it amounts to. 

In the matter of the financing of new growth and expansion, the 
large firm has distinct advantages. First, its management base is 
broad, specialized, and, in depth, something an investor desires. 
Second, its financing requirements are large enough to interest insur- 
ance companies, underwriters, and the general public. Consequently, 
it can pay out the bulk of its earnings in taxes and dividends with- 
out jeopardizing its ability to grow. 

The financing problem of the small business, on the other hand, is 
quite a different matter. 

Senator Benton. Isn’t there another point? The large business 
frequently is not susceptible to the needs of its stoc kholders for money 
Frequently, if it so haowe. it does not pay out its earnings as divi- 
dends. F requently, if, in the judgment of the managers, it needs the 
earnings it keeps them in the business. This can make the large 
business even stronger. The desires of the stockholders for the divi- 
dends can be ignored, whereas the small business, susceptible to its 
owner’s personal needs, may have to pay out a high percentage of 
earnings, to its stockholders. This may or may not be true in your 
company, but it is often true. 

Mr. Pryne. It is, but Uncle Sam seems to come first in this pay- 
ing out. 

Senator Benton. Do you remember the record of the Radio Corp.? 
I don’t believe it paid a dividend during the first 20 years of its history. 
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Mr. Pryne. It is now under 102; isn’t it? 

Senator Benton. I cited this merely as one example, to show how 
a big powerful company can go for 20 years without paying dividends, 
[ don’t believe your stockholders could go 25 years without dividends. 
I don’t know; some can’t. Perhaps you could. 

Mr. Pryne. We went quite awhile. As ] say, the financing problem 
of a small business is a vastly different matter. In the first place, its 
management frequently is the length of the shadow of one, two, or 
three men. Its capital requirements are too small to interest  in- 
surance companies or underwriters. Tt must, therefore, finance its 
growth either through retained earnings or bank loans—and everyone 
knows that banks are not suitable sources for long-term capital loans. 
Let us use a theoretical example of a small business with a net worth 
of say $500,000 and normal earnings of $100,000. Under our present 
taxes this company will not be permitted to retain even 50 percent of 
these small earnings, State and Federal income taxes considered, In 
a business of this size, this probably will be inadequate to replace 
obsolete and worn-out equipment, leaving nothing for growth. This 
company’s future profit position, therefore, is definitely jeopardized 
because it cannot keep up with the competition of larger and more 
efficient concerns. 

Many ways have been suggested for relieving the disproportionate 
tax burden on small business as compared to big business. Many of 
them have merit. However, in a situation like this it seems logical to 
seek a simple, practical, universally applicable method of relieving this 
distress of all small business. 

Such a result undoubtedly would accrue from a simple increase in 
the surtax and excess-profits tax exemption. The effect upon total 
taxes would be relatively small because the surtax exemption is a drop 
in the bucket for large taxpayers. Yet it would provide an oppor- 
tunity for thousands of small businesses to further secure their pre- 
carious position in the trade and unquestionably would soon produce 
among these small businesses a group of future taxpayers with a 
greatly expanded tax base. 

For example, if the small business which is earning $100,000, to 
which I referred, were to be operated under a surtax and excess-profits 
tax exemption of $100,000, it would then be able to retain $20,000 or 
$25,000 additional earnings—and this small addition to its working 
capital quite likely would enable it to expand its business far enough 
beyond its break-even point to geometrically increase its future profits. 

Now, that break-even point is important. Many small businesses 
are close to it. If they had enough capital to get just a little more 
business and handle it. they would be far enough above their break- 
even point to expand their profits tremendously, 

Senator Benton. Yes, 

Mr. Pryne. In the long run, therefore, the tax take from increas- 
ingly healthy small businesses would far outstrip that which can be 
expected from increasingly anemic small businesses which cannot re- 
tain their financial strength. 

Small business is frequently referred to as the backbone of our 
American economy—but it cannot thrive on mere lip service. Our 
present tax laws definitely tend to increase the stature of big business 
at the expense of small business because they force small businesses to 
sell out to large businesses or to consolidate in order to survive. 
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An increase in the surtax exemption to $100,000 would materially 
strengthen a large number of small businesses. It would not seriously 
impair total Government revenues, and it would insure to the Govern- 
ment a much broader future tax base among more sturdy and pros- 
perous taxpayers. 

I have taken the liberty of asking my associate, who has been with 
me many years, Mr. Burdick, to come, because he is an expert on 
both taxes and accounting. I think he is in a much better position 
to answer many questions than I am. He may have something to 
add to what I have said. 

Senator Benton. I congratulate you on preparing this statement, 
Mr. Pryne, and on coming here this morning. Your statement does 
put our problem, certain aspects of it, very sharply in focus for us 
today. The dilemma of the Congress—and of the Treasury in its 
regulations—in part comes through the necessity of trying to maintain 
equity in our tax laws, as between various groups. 

This dilemma perhaps can be seen if you take two brothers, one 
of whom starts a small business with $15,000, and builds it up to 
$700,000 in working capital. And the other goes into the practice of 
medicine. 

Now, should the Federal Government, through its tax laws, tax 
the man who goes into the practice of medicine much more heavily, 
so that he is unable to accumulate money to build a house for himself, 
in favor of the other brother who starts a business? This is the 
dilemma the finance committees of the Congress have to wrestle with, 
along with the economic problems which you pose so clearly in your 
paper. 

How many stockholders do you have in your company, if this is a 
matter of publie record? 

Mr. Pryne. That is perfectly all right. About 18, I think. 

Senator Benron. Eighteen. I once made the suggestion, growing 
out of my work on the ‘l'ax Committee of the Committee for Economic 
Development, of which I was a member during the war years, before 
I was in the Senate, that small corporations be given the privilege, 
if they wish, of incorporating and thus of getting the benefit of the 
corporate system, yet at the same time having the privilege of filing 
returns on a partners! ip basis. This would of course eliminate the 
so-called problem of double taxation. 

This option would put the 18 owners in your company on the same 
basis as 18 professional men who are partners. The 2-percent owner 
in your corporation would file his return on his salary, plus 2 percent 
of your profits, and the 25-percent owner would file his return on 
his salary, plus 25 percent. 

Now, that isn’t as advantageous to your business as the proposal 
you have just made, but it is a more equitable proposal to the doctors, 
lay wwyers, and others paying taxes on earned incomes. 

Mr. Pryne. Now, what is to hinder—first of all, let me make this 
comment: Your doctor is receiving a certain remuneration as a pri- 

vate person, upon which he pays a private income tax. The other 
brother, who we will say is head of a corporation, is receiving from that 
corporation a salary upon which he pays a personal income tax. 

Now, if the doctor accumulates a little money, providing the taxes 
will permit him to, he may invest it in that corporation and then he 
is on the same plane with the brother. 
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Senator Benton. Except the doctor has only one way to go. He 
has no choice. He must pay. The incorporated brother has two ways. 

Mr. Pryne. No. If he invests in the business of his brother-—— 

Senator Benton. The incorporated brother could accumulate capi- 
tal assets in his business. But the doctor has no choice but to pay 
taxes on his fees. I give this problem in equity to you to think about. 
] am not saying we should try to settle it this morning. Iam merely 
showing there is this other problem of equity that Congress must 
weigh in the balance. Frequently this keeps the Congress from 
changing the tax laws in ways which seem otherwise indicated. 

Would you favor giving corporations the right to depreciate or 
amortize as rapidly as they wanted to? 

Mr. Pryne. That is a difficult question to answer, because I don’t 
know what the implications would be in these huge corporations. 

Senator Benton. Should a corporation be allowed to charge off a 
plant or machinery as fast as its want to? The Treasury regulations 
on amortization and depreciation are not written into the tax laws by 
the Congress, but are regulations of the Treasury Department going 
back to 1913. They thus have 40 years’ background. They run 
through Republican and Democratic regimes alike. Thus they are 
not political in their backgrounds. 

Mr. Buroick. | think that Dr. Dockeray will agree with me that 
that might be a two-edged sword. 

Senator Benvon. It would be. 

Mr. Buroiex. If you had a small corporation, you might have an 
excessive excess-profits tax, and you write it off too quickly, the base 
might be cut off too quickly. 

Senator Benron. That is rizht. That is the risk a man must take 
In his greed to improve his year’s position, by writing the whole thing 
off that vear, he can be caught by a higher bracket in later years. 

Mr. Burpicx. If the small concern wants to establish credit, if he is 
depreciated down to the absolute extreme to Dun & Bradstreet and 
to the bank, that doesn’t cover near his real worth. 

Senator BENTON. Many a personal proprietorship deliberately con- 
ducts itself so as not to show a profit. It builds for the future instead. 

Mr. Burpick. With this 30 and 22 percent in excess profits you 
are thinking from an entirely different angle from the past, where you 
were showing as much worth as you could. But at the present you 
are working with the idea of how much you pay in percent. 

Senator Brenton. I have personally, over a long period of years, 
favored wiping away the Treasury regulations so that manufacturers 
can depreciate and amortize at any rate they want to. Now, un- 
happily, we can’t do this in this time of shortages and crisis. 

The question then would be, should this be a goal we should look 
toward X years from now when, as we hope, out of this great burden 
and load we are now carrying, we may begin to achieve the kind of 
world in which shortages will be behind us and we can hope we will 
not be living under the constant terror of the threat of war. 

If we knew this was a goal toward which we were working, in the 
long-range interest of the American economy, it could affect certain 
actions of the Treasury and the Congress even in any interim period. 

Mr. Pryne. That is a matter that should come before the appro- 
priate committees of the chamber, and finally clear through the 
board of the chamber, before any policy is established. 
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Senator Benton. All right. But individual members, as well, may 
have their views apart from the chamber. 

Mr. Pryne. I am speaking purely as an individual. 

Senator Brenton. I believe this subject should be of interest to 
the Senate Small Business Committee, don’t you? 

Mr. Sruuts. Yes. 

Senator Benton. The business community will be greatly divided 
on this subject. The big utilities, for example, have a tremendous 
stake in keeping accounting practices, roughly, as they are. 

Railroad accounting is keyed to capitalizing everything and keeping 
it capitalized. Many big accounting firms and law firms that represent 
utilities and railroads are trained to attitudes along these lines. 

They infiltrate into the Treasury, and the Treasury men infiltrate 
back into the firms. The standardized procedures are geared right 
into the American economy. I happen to think these particular 
accounting procedures are a bad thing for our economy. It would bea 
great break for any independent to be able to amortize exactly as he 
wanted to. 

Mr. Pryne. Take a small business like ours, 10 or 15 years ago we 
bought punch presses for a few hundred dollars. They have been 
depreciating very slowly, because the original investment was small. 
Today, to replace those punch presses, we go into thousands of dollars. 

Senator Benton. If you could buy them today even for thousands 
of dollars and could amortize them completely, this might stimulate 
you to modernize. Butif the United States can’t produce the machine 
tools and machinery, we are temporarily caught by our own shortages. 
God help us if we don’t come out of this period sometime. 

@ Mr. Pryne. I thought of those things. That is why I keep coming 
back to this surtax exemption. That is a practical thing that can 
be done and will play no favorites. 

f Senator Benron. That may or may not be true, within the business 
community. 

Do you have questions, Mr. Stults? 

Mr. Srutts. No. 

Senator Benton. Dr. Dockeray? 

Dr. Docxrray. Mr. Pryne raised our old boogie of 102. He said 
he had grown from $15,000 to $700,000. I was wondering if he was 
ever bothered by 102. 

Mr. Pryne. We worried about it for a while, yes. 

Senator Benton. Unnecessarily? 

Mr. Burpicx. We have been inspected. The Internal Revenue 
people have been very fine with us. We have been inspected prac- 
tically to date. So far we have had a good and definite reason for 
keeping those resources with us. 

Senator Benton. I don’t suppose this cuts down any on your 
accounting fees and your lawyers’ fees? 

Mr. Burpicx. I would like, so far as I am in this picture, to say as 
the comptroller of this company, and also talking with many small- 
business men, | can cite one little case. A man thought he was going 
in business with about $10,000. Everything was fine. He didn’t 
have much money, and he began to study all of the regulations, and 
he finally came to me and I said, “Just remember, Aunt Minnie can 
no longer come in and run your records.” 
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That man, if he started with $8,000 or $10,000, to meet the present 
regulations, and not assuming unnecessary risks, would have had an 
exorbitant proportion of his money put into, not only accountants 
and attorneys—— 

Senator Benton. Nonproductive overhead. 

Mr. Burpick. That is the best way to say it. 

Senator Benron. When we had Governor Arnall before the Senate 
Committee on Banking and Currency, of which I am a member, about 
2 months ago, to confirm him as the head of OPS, he promised the 
members of the committee that he would move in and tr y to clean up 
a lot of the red tape and the forms and other things which are just 
part of the normal day’s work to the big corporation, but which are 
a millstone around the neck of the little fe low, and which often keep 
him from getting started at all. 

Mr. Burpicx. He doesn’t dare to start, in many cases. In the 
case I mentioned, that was true. 

Senator Benton. I think that is a valid point. The natural ten- 
dency of any bureaucrat is greatly to overdo the forms, in order to 
play safe. I will say, however, that is not only true in Government 
but in business. 

You will find, I think, that the American Telephone & Telegraph 
Co., merely to cite one example, has more forms than you‘ would 
approve of in your business. 

Mr. Pryne. | can give you a little example on just OPS. I believe 
the present appropriation requested $71,000,000. They have about 
12,000 employees. I will venture to guess that it is costing business 
$142,000,000 and 24,000 employees to provide the paper work for 
that 12,000 employees to work with. 

Senator Benton. Mr. Pryne, it is amazing how well Los Angeles 
does with these great burdens it has to carry. 

Mr. Pryne. It is a good place. 

Senator Brenton. It is a good place. Thank you for your testi- 
mony; it has been very illuminating, and I assure you will be of great 
interest, not only to the Small Business Committee of the Senate, but 
the hearings are going to be printed and followed closely, I hope, not 
only by Congress but by business. 


STATEMENT OF WILLIAM JOYCE, JOYCE SHOE, INC., PASADENA, 
CALIF. 


Senator Benton. I personally take more pleasure in welcoming Mr. 
Joyce than any of our other witnesses of today. Mr. Joyce and |] 
have been friends since 1919 when he and I earned $20 a week apiece, 
huddled together in a small room on Brooklyn Heights in New York, 
where we were both underpaid and starving clerks working for the 
National City Bank and doing our best to bask in the glory of our 
connection with this great financial institution. 

Most recently we have resumed our warm, life- long friendship in 
Washington, where Mr. Joyce has recently completed a great job in 
the Federal Government as Assistant Director of the ECA. Mr. Paul 
Hoffman brought him to Washington. Mr. Joyce has just completed 
one of the most distinguished records of any businessman in W ashing- 
ton over the past decade. His influence was not only felt in Ws ashing- 
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ton but throughout Europe. In his role in charge of productivity for 
the ECA, Mr. Joyce has carried the big load of trying to explain to 
European business leaders what we in the United States mean when 
we talk about productivity. 

It was due to Mr. Joyce’s observations to me, and those of one 
other man, on their joint return from Europe about a year ago, that 
[ introduced what is known as the Benton amendment to the Mutual 
Security Act. This amendment is having a marked and indeed some 
people say sensational effect in Europe. Under it, the Congress 
directs American policy to discourage the cartels and monopolies 
which hamstring European productivity and to encourage the develop- 
ment of the free labor movement in contrast to the Communist- 
dominated unions. 

During the interim between 1919 and 1951 I invested in his Los 
Angeles compeny. It is the most profitable single investment I have 
made except in my own businesses. Thus, I have a tender spot in my 
heart for him, which I cheerfully reveal to you this morning, without 
letting you in on how I happened to make this investment. 

Mr. Joyce, will you proceed? 

Mr. Joyce. My name is William Joyce. I am president of the 
Joyce Shoe, Inc., manufacturers of shoes, with headquarters in 
Pasadena. 

Mr, Pryne has practically taken the words from me that I proposed 
to use on this problem of the development of small business. I would, 
however, like to point it up in at least one facet, as I see it. 

I think I can speak with some authority on the problems of small 
business, inasmuch as I started my own enterprise in October of 1929 
with $250. 

Senator Benton. I think it was $325. That is my recollection. 
That is what I recall that you once told me. 

Mr. Joyce. Well, I don’t know where the other $75 came from. I 
went through all the phases of the problems involved in the expansion, 
in the financial requirements incidental to expansion. I am particu- 
larly concerned with the tax structure today, which would make my 
business now impossible if I started it in 1952. 

Now, the shoe business, almost historically, is based upon capital 
investment per employee of $3,000. Each employee produces 
roughly $10,000 worth of sales per year, that is, in today’s market. 

The investment of $3,000 per employee does not include the owner- 
ship or lands or buildings. In other words, to rent your facility, to 
pay the rent on it and to acquire the necessary machinery, the in- 
ventory, the work in process and the financing of accounts receivable 
requires in rough terms about $3,000 per employee. 

As a small business starts now—I had at one time Price Waterhouse 
prepare for me a comparison of starting in 1929, for a 10-year period, 
and starting in 1948 on a 10-year period, with respect to expansion of 
gainfully employed people. That is what I am particularly concerned 
with now. How can employment be expanded in small enterprises 
under the present tax system? 

I think that if some research were done, taking any given period 
prior to 1940 and taking a period beginning at 1950 of one given 
husiness or a handful of businesses, you would find that in our case, 
starting with one employee and ending up in 1947 with about 700, 
before we went into the capital market that a business starting today 
could not do that. 
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To point up the problem, as we got along the first year with about 
$1,000 total investment in the business, which financed about $8,000 
in total sales, which resulted in a profit up until 1947, when we became 
a public company, $25,000 in total capital, combined with no dividends 
to speak of and very moderate salary structure, enabled that small 
business to get up to that point of hiring about 600 to 700 people, and 
was financing a sales volume of about 4 million. Now, that could not 
be done today, under the present tax structure. 

What methods or what field then could be devised in our tax laws 
to accomplish at least one objective, to enable the dynamics of a man 
or a small group of men to, in fact, start a busivess with a reasonable 
amount of capital and get it up to the point where it is subject to 
public finance—because you immediately get into the area, as Mr. 
Pryne knows, of your expansion curve and the requirements of capital 
to finance increased accounts receivable. Work in process and inven- 
tories cannot come from the banks, because it is permanent investment, 
and God knows I have bumped around with every banking institution 
in southern California, and hocked my receivables and my automobile 
and everything else, in an effort to finance this growing curve, this 
increasing dearth of sales. 

There is simply no mechanism, as I know it today, to get into that 
in-between area, where a business is growing and needs permanent 
vapital, and before it can put onto the market, through brokers, a 
stock issue. 

Senator Benton. Are you familiar with the proposal to start so- 
called capital banks, made by the Committee for Economic Develop- 
ment? 

Mr. Joyce. Yes. Now, going back to the core of the problem, or 
at least my desire to see an increase in employment as it is made 
possible by the growth of a small business, is it possible to relate a 
tax structure to a curve in employment? 

Let us say that in the shoe business it takes $3,000 per man in 
capital, and that produces $10,000 worth of sales a year. Well now, 
if it is desirable to offer gainful employment to people, then it is 
corollary that you must have more capital with which to finance 
increased employment. 

Now, I would like to see a study made on the basis that people 
gainfully employed and an increasing curve of those people gainfully 
employed, up to 499, as defined by law of a small-business structure, 

1s employment increased, say, a figure set at 1,500 hours a year, to 
ice the stability of e mploy ment that would bear a direct relationship 
to a reduction in taxes, to make it possible to finance that increased 
business. 

Senator Benton. Is it your thought that this is a technique that 
would be called into play as we run into recession and unemployment? 

Mr. Joyce. I think it might be not only a vehicle for a possible 
recession, but a vehicle for any periods of our economy. 

Senator Benton. This wouldn’t be a stimulant you would want in a 
period of peak employment. 

Mr. Joycr. Well, in a semiwar condition, which we are in today, 
perhaps it might not apply, but perhaps it might, because there is not 
one single corporation that ever sprang full- fledged into being. If 


you traced— 


Senator BENTON. That is why you put a limit of 499 employees? 
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Mr. Joyce. I am just looking at the act as it presently exists. 
But there is not any business in the United States that came into 
being at a million dollars 

Senator Benton. May I ask, Dr. Dockeray, have studies been made 
along lines of Mr. Joyce’s suggestion? What is the background 
on suggestions of this kind? On devices in our tax laws keyed to them 
as to a means to stimulate produc ‘tion and employment? 

Dr. Docxrray. I haven’t heard of anything just like he is proposing. 

Senator Benron. I haven’t either. His seems a very original idea. 

Mr. Joyce. I am sorry, the enormous amount of effort I spent in 
making this study went up in flames when we burned up. I sent a 
copy of that to Ted Yntema of CED. I tried to locate the study, 
but it is gone. 

Senator Benton. Does Ted have it? 

Mr. Joyce. No, he has lost it. I talked to Ted about it. It 
pointed up the possibilities of enabling gainful employment— 

Senator Benton. When he went with that small business of Ford’ S 
up in Detroit he apparently lost your study. 

Mr. Joyer. I don’t think that would apply. Let’s see what the 
effect would be if a man started out with 10 employees, which in our 
business would require, say, $30,000. 

Senator Benton. $30,000? 

Mr. Joyce. And enable him to do $100,000 worth of business. 
You would have to get into a high level ‘of mathematics to work out 
this program, but it will show, if you get into this study, that, in the 
net effect, over a period of 5 years, the Government has not lost 
any substantial revenue because it enables the company to grow and, 
at a point, to reach a higher tax bracket and also put on the tax 
rolls increasing quantities of people who, in turn, can pay their indi- 
vidual income taxes. 

I am merely suggesting that as a study which could be made 
professionally. 

Senator Brenton. I shall ask the staff of the Small Business Com- 
mittee, in conjunction with the Treasury Department, to review this 
suggestion and to find out all background that bears upon it. 

Mr. Joycr. I don’t think there is any. 

Senator Benton. Yours is a highly interesting suggestion. It may 
be like my proposal to let the businessman set ‘his own amortization 
and depreciation rates, and that the Government, over a period of 
the last 20 years, would have made a great deal of money—— 

Mr. Joyce. On this idea—— 

Senator Benton. Operating along your line. 

Mr. Joyce. Supposing that one man started the business, and prac- 
tically all business, as Mr. Pryne knows, is started by one man; he 
just starts a business. Maybe he has a partner or brother, but they 
are usually started small. 

Well now, that man cannot evade taxes because he is doing all he 
can to increase the size of his business and, as we all do, scrape the 
bottom of the barrel, personally, in order to finance that increase. 

If he elects to take a higher salary, why, then the Government gets 
him on the higher salary, so what the Government, under this idea, 
would be doing, would merely be subsidizing temporarily, through a 
tax rebate, the ability to hire more people and to increase the total 


sales volume of that enterprise which would, in turn, lead to a greater 
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Senator Benton. How would this operate if the man with 10 em- 
ployees in the shoe business went to 20? 

Mr. Joycn. Presently he can’t finance it. 

Senator Benton. Now, under your suggestion, let’s say he is pres- 
ently paying X amount of taxes. Is it your suggestion that for every 
new man he hires, the tax rate drops so muc h?” 

Mr. Joyce. Every new man he hires—he be given a certain reduc- 
tion in taxes. 

Senator Bunton. If he doubled his employees and went to 20, might 
he actually get to zero in taxes? 

Mr. Joycr. I don’t mean that. 

Senator Benton. Is this like financing new machinery, by letting 
him amortize immediately? Only it’s men instead of machinery? 

Mr. Joycn. I haven’t carried my thinking that far. I am trying 
to relate a tax structure, at least, to enable him to finance those 
extra people he puts on his payroll, assuming that each person requires 
another $3,000 in capital. 

Senator Benton. If he could charge off that, supposing he is doing 

$100,000 volume with 10 men, and he is earning $30,000- 

Mr. Joyrcr. Yes. 

Senator Benton. Operating profit before taxes 

Mr. Joycr. Yes. 

Senator Benton. And he wanted to double his volume. Now, 
you let him depreciate his machinery the first vear he bought it, and 
charge it off, he could take that $30,000 and buy 10 new machines, 
hire 10 new men and have no taxes? 

Mr. Joyce. He hasn’t got $30,000 worth of machinery. He has 
$5,000 worth of machinery. 

Senator Benton. I thought you said he had $3,000 for each of the 
10 men. 

Mr. Joyce. That is composed of machinery and equipment, in- 
ventory, work in process, and the financing of accounts receivable. 

Senator Benton. The amortization takes care of some of it. 

Mr. Joyce. But very little. As Mr. Pr vne said, you start in with 
what you can scrape up, and you haven’t got the fat with which to 
depreciate it. I started out with $500 worth of junk. What can 
you do with $500 worth of junk? You can’t do anything with that, 
in terms of depreciation. 

Senator Benton. Of the $3,000 for each man, is only $500 equip- 
ment? 

Mr. Joyce. That was the beginning. 

Senator Benton. Does this show that the amortization is only 
one-sixth of what vou are after? 

Mr. Joyce. In the small-business pattern you will find, as a rule, 
Senator, they start out with old equipment, what they can get 
together. 

Senator Benron. Mr. Pryne brought that out. IT agree with that. 

Mr. Joycr. And the write-off is not an important factor in the 
development of finances for the increased sales which are generated. 

Senator Benton. I think that is verv interesting. This is some- 
thing like the shelf of public works in the drawer that the economist 
proposes pulling out in depressions. When the unemployment curve 
rises, if we had the flexibility to apply this idea quickly, 1 agree it 
might unleash vast resources of private enterprise all over the United 
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States which in turn would prove a shot in the arm to our economy 
and which could prove more rapidly stimulating than any public-works 
program readily launched. 

Mr. Joycr. I have not gone into the social problem, except as Mr. 
Pryne brings out, that you get to the point of where you practically 
must merge, in order to finance your expansion, or you get to a point 

vhere you feel that the end of the line has been réached and that a 
merger with a larger compnay is indicated. 

Now, that gets into the theory of size and all the other problems 
that are involved. 

Senator Benton. I don’t think there is any doubt our tax laws 
tend to make the big bigger. 

Have you any questions, Mr. Stults? 

Mir. Stunts. No. 

Senator Benron. Dr. Dockeray? 

Dr. Dockeray. How would your proposal work'in bad years, when 
your employment was down low? 

Mr. Joycr. There would be no tax concession. 

Dr. Dockrray. In other words, in periods of shrinking business you 
would be facing higher taxes, relatively. 

Mr. Joycr. In periods of shrinking business your requirements for 
capital go down. 

Pies: nator Brenron. In periods of shrinking business you are lucky to 

ive taxes to pay. 

“Mr. Joyce. In that period, if your sales are going off, and probably 
the cost of raw materials are going down, then you end up with money 
in the bank. That is always the way that works. If your sales go 
off from a million to $500,000 and prices are off, then you have a 
surplus amount of cash for that particular period. 

Senator Benton. Surplus cash, even if you have a loss. 

Mr. Joycr. Yes. 

Dr. Docxeray. What about the business that may need $9,000 or 
$10,000 per employee—and lots of them do— 

Mr. Joycr. That is another problem. If you get into this you 
would find that the wire-rope business needs $20,000 and another 
business $1,000. It is no single study, but there is an area of study 
here which I think might prove fruitful. 

Senator Brenton. I agree. I am very grateful to you for coming 
down today, Mr. Joyce. I remember when you started with your 
$250—or $325. My recollection is that you were production man, 
engineer, designer, salesman, machine operator, and truck-delivery 
driver all togethe r. How many employees did you have? 

Mr. Joyce. One. 

Senator Benton. That is my recollection also. So you couldn’t 
get a better case study than that, Mr. Pryne, of the development of 
a small business. A man starts off by himself and does every single 
thing in the business and has $250 in capital. 

Mir. Joyce. Until I met you. 

Senator Benron. I must say I have used Mr. Joyce on many 
an occasion to prove that the best way to invest money, outside of 
one’s own business, is not to try to study the other fellow’s business 
and figure it all out, and find out all the ins and outs, before deciding 
to put money into it. Most of us are not that smart. If a man is 
not going to invest in his own business, the next best investment is to 
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back some man in whose integrity and energy and ability he has 
reason to have confidence. 

Mr. Joyce. There is another point I would like to make, in closing. 
That is, that the small business today does not get the friends to 
invest as they invested in the past, because I know that a number of 
instances have come up where some chap has started a business which 
looked good to me. I am not interested in the income. I am not 
interested in making an investment in his business. Therefore there 
is almost a closed door to that kind of individual speculation, which 
went on when we started our businesses. 

Senator Benton. We are very grateful to you, Mr. Joyce. 

Mr. Pryne. Mr. Joyce has another problem, too. When he dies 
now he is going to face an inheritance tax. The only way he can 
duck it is to consolidate or sell his business before he dies. 

Mr. Joycr. That doesn’t interest me quite so much. 

Senator Benron. That may have been a factor in Mr. Joyce’s 
decision to have a public financing in his company 4 or 5 years ago. 
This is a very serious problem for the family business, the personal 
proprietorship where stock is not listed. In such a business there is 
no way of determining the value of the stock. There is the fear that 
the Treasury will come in after a man’s death and claim a valuation 
which is over and above the true value, as the owner sees it, or as his 
lawyer states he sees it, and this alleged valuation may make it im- 
possible for the estate, out of other resources, to meet the estate taxes. 

Mr. Pryne. There have been some big consolidations in Los Angeles 
for that purpose alone. 

Senator Benron. My own attorneys have suggested such steps to 
me, thinking of that very problem, and usually I can only look at the ‘m 
and say, “You can worry about these things after my alleged death. 
At least I am not in a position to worry about them now.” 


STATEMENT OF LORRIN L. MORRISON, MORRISON PRINTING & 
PUBLISHING CO., LOS ANGELES, CALIF. 


Senator BENTON. Mr. Morrison, will you please identify yourself 
and your company? 

Mr. Morrison. My name is Lorrin L. Morrison. I am a printer 
and publisher. My wife is half of me in everything I say here because 
she is the working partner in our individually owned business. 

Senator Benton. Yours is a family business? 

Mr. Morrison. Individually owned. 

Senator Benton. By the two of you? 

Mr. Morrison. Yes. 

Senator Benton. You are not incorporated? 

Mr. Morrison. No. I am very grateful for having Mr. Joyce 
come before us here, particularly on the speculations he made on any 
individual business starting in the postwar period, because that is 
what we have done. 

I can confirm nearly everything he said about the lack of operating 
capital and the tax burdens and all that. 

My invitation from Senator Hendrickson to appear here stated he 
wanted my views on the extremely high levels of taxation upon cor- 
porate income. Actually, I am afraid we will never know what those 
views are, because the cost of paying our taxes-—I don’t object to the 
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taxes we have to pay, but it is the cost of paying them that is keeping 
us down—in collecting other people’s taxes for the Government. 

The withholding and social security and the State unemployment— 
the extra bookkeeping costs in those things are exorbitant. The two 
of us, for three employees—an average of three employees—over the 
past 5 years, have paid over $3,000 cash out in those bookkeeping 
services. That is more than the income taxes we have had to pay 
ourselves. And that is where we are primarily concerned in being 
involuntary tax collectors for the Government. 

A greater concern than that is that we are under criminal liability 
clauses to collect those taxes. In the nature of our business we cannot 
plan our business to meet the specific tax dead-line date set by the 
Government. The type of business we do is book printing and pub- 
lishing, mainly. 

We have work in process on some jobs for as much as 6 to 9 months. 
Our contract payments are based on the progress of the work. They 
are not based on when taxes come due or when the payrolls come 
due, or anything else. It is upon the progress of the work. 

Several times in that length of time we have been caught short and 
we have had to turn in our tax reports without making the payments, 
which run, with three employees, about $600 every 3 months, 

It isn’t very pleasant to tell these things because it has proven 
embarrassing to us in the past, but it isn’t constitutional, I am quite 
sure, in the clauses of the law, in the tax laws, that give employees of 
the Government a right to file liens, without your knowledge, upon 
your property, and give them the right to summon you into a private 
hearing—not a legal hearing, but a private hearing—and for them 
to make their demands upon you under threat of seizure and foreclo- 
sure on your property. 

That has happened to us a few times, and it casts a spell of crooked- 
ness on us. It ruins our credit with our suppliers. And it has put 
us on a cash basis. For that reason I have just gotten to the point 
where I don’t care. 

Last year, I had up to eight employees on my payroll. Under 
normal business plans and progress I should have 20 full-time journey- 
men printers working for us now, with the added machinery, but 
last vear, to accommodate the tax collector on one of his wild missions, 
I fired the crew. I am doing the work myself. It is, as Mr. Joyce 
said, impossible for an individual to expand and grow. We are being 
chased out of the fields of individualism by this tax structure. 

We are being driven into the big corporations and the channels of 
quantity production. Our individual initiative is being killed, or a lot 
of us are going into the Government positions, which is 

Senator Benton. Even worse. 

Mr. Morrison. Economically unsound. The only solution I see 
to the thing is, first of all, to make everybody responsible for their own 
tax payments to the Government. Why make the employer respon- 
sible for collecting these other peoples’ taxes? We have our burden of 
creating the jobs, financing the jobs, and meeting the payroll. Our 
obligation to the employee is amply fulfilled there. 

I don’t feel that we are morally responsible for the payment of his 
taxes, especially when those costs are so heavy and so overburdening 
on us. 
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Now, those costs aren’t my experience alone, because since I have 
had the opportunity to appear here, I have talked to as many individ- 
ual employers as I could. One man, who has two employees, pays 
$700 a year for his bookkeeping that the Government requires. 

Senator Benron. Have you any specific suggestion, besides making 
each individual responsible? How can the bookkeeping be simplified 
and cut down on, in quantity and in cost? 

Mr. Morrison. The thing that the people who write those laws 
haven’t taken into consideration is that we are printers, or druggists, or 
ink manufacturers, and what not; we are not bookkeepers. 

Senator Benton. I concur with that comment. 

Mr. Morrison. We can, in our own way, since we laid our em- 
plovees off, keep books well enough for our own income tax reporting 
and well enough for the books that we need. However, we can’t keep 
them well enough to satisfy the withholding-tax laws. We have to 
have auditors, and bookkeepers to satisfy those laws. 

IT understand the minimum wage for auditors, the part-time people 
who come in the small business, is $50 a month. That is $600 a vear 
there. There are special charges for special statements and for those 
things, and that is the overburdening thing. Mv recommendation is 
to take that—— 

Senator Bunton. Mr. Morrison, we shall insert your statement 
here in the record in full, just as if you had given it all personally, and 
I call upon our reporter to do that. It will be in the printed record. 
If you are summarizing it or highlighting it, the entire statement will 
still go into the record of the hearing this morning. 

Mr. Morrison. That is what I am doing. I am adding to what I 
have here [indicating]. 

Senator Brenton. We shall incorporate your full statement, plus 
any personal remarks you make orally. 

Mr. Morrison. I got a little off the track there. 

My invitation from Senator Hendrickson to appear here stated that 
the committee was interested in learning my views on the extremely 
high levels of taxation upon corporate income. ‘Those views I cannot 
give because, under the present overburdening costs of collecting other 
people’s taxes, I am certain that our individually owned company 
will never reach the point where we can inc orporate and become large 
enough to be considered as a “small business.’’ 

My paramount concern and the one of importance to this committee 
is the overburdening cost of collecting taxes for the Government. 

My primary concern in appearing before this committee is to call 
to your attention the position that the individual businessman is 
placed in when it comes to collecting taxes for the Government. 
I am speaking as an individual businessman and my statements here 
are factual conclusions that have been drawn from 5 years devoted 
entirely to establishing our business. 

Since we entered business in 1947 we have had on the payroll at 
various times from one to eight men. The average has been three 
employees, two journeymen and an apprentice. It has cost us in these 
5 years well over $3,000 to collect and pay our employees’ taxes. 
Another individual businessman tells me that to handle his tax- 
collecting activities for two employees he spends $700 a year. Another 
individual businessman who employs five full-time sales people has 
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informed me that if he could convert his tax collecting costs into 
additional wages he could employ one more full-time person. 

Under the normal processes of business expansion in keeping pace 
with our selling ability we should now be employing about 20 full-time 
journeymen printers. Due wholly to the unconstitutional responsi- 
bilities aaa upon me as an unwilling, involuntary, and, incidentally, 
an unpaid vassal of the Internal Revenue Bureau, I came to the con- 
clusion last year that it would be wiser for me to lay off my journey- 
men employees, cut down my sales volume, and turn out only the 
amount of work I am capable of doing myself. Therefore, to all 
intents and purposes, the competitive spirit that is a fundamental 
necessity of American business, has been badly stifled. 

In addition to the withholding tax, the employer is placed in triple 
jeopardy by the State and Federal Governments applying the squeeze 
of State unemployment insurance and Federal old-age pensions. 
Frankly, gentlemen, I pay my employees by the hour for the hours 
they actually work; I sell their work by the hourly rate of man and 
machine; I cannot, conscientiously, tell my customers, nor could I sell 
them on the socialistic idea, that they must pay me some 17 percent 
more for their work so that I can make secure my employees’ old age 
or their livelihood in the event I fire them for incompetence or excessive 
job spoilage. 

Yet, under clauses in the tax laws, I am held criminally responsible 
for collecting and paying other people’s taxes. I don’t like it one bit. 

Up to the time I was forced to lay off my own mechanical help, there 
never was a month in which my wife and I could take out of the 
business for our own living expenses an amount of money that would 
equal the amount that our tax collecting and payments cost us. That 
is the margin of profit and recompense for our combined efforts in 
becoming business people. The cost of collecting the taxes is more 
than the income taxes we have to pay. 

There are criminal liability clauses that subject our books to exam- 
ination or seizure without warning, and our property to lien and 
foreclosure without the protection of our constitutional guaranties of 
lega] hearing if we cannot meet each of the omnipresent tax deadlines. 

By American tradition the individually started enterprise has 
always been the basis for all employment, technical development, and 
the proving grounds for business, industry, and science. When the 
Government takes the leadership in destroying that proving ground 
for individual initiative and industry, then the whole structure of 
American business—from the small million-dollar corporation who 
have their corporate and excess-profits-tax worries, to the big billion- 
dollar concerns who can easily be Government-controlled—is seriously 
undermined. 

As a means of correcting these inherent evils that are destroying 
our native personal initiative, ambition, and individual progress, I 
suggest: 

1. The income-tax laws governing the withholding of taxes be re- 
pealed and make every individual responsible for his own income-tax 
payments; in lieu of that, a modification in the law could be made 
whereby the employer would have the option of collecting the taxes 
or requiring the taxpayer himself to pay them. 

2. The social-security laws be done away with entirely and give 
every American citizen a free opportunity for determining his own 
methods of investment to protect himself in his old age. 





BEE aa 


TAX PROBLEMS OF SMALL BUSINESS 177 

I sincerely believe that it is every man’s patriotic duty to pay his 
just taxes himself and that my obligation to my employees is amply 
fulfilled when I create a permanent job for them and meet their pay- 
roll from week to week. 

Thank you for this opportunity to express my views. 

Senator Brenton. I do not think it likely that the Congress or 
Government would accept vour view and sweep away for the emplover 
the whole responsibility of collecting social-security taxes, and put 
it on each individual instead. But, in line with the earlier discussion 
with Mr. Pryne, there may be ways that should be explored greatly 
to simplify this responsibility and cut it down so that the burden is 
not so onerous. 

Mr. Morrison. I have talked to several people on that. One man 
said that if he could keep 70 percent of the taxes he collects on two 
emplovees he could pay the expenses of the bookkeeping; 70 percent, 
he Says. 

Senator Benron. How do women who have one or two domestic 
servants handle it?) They can’t all hire $50-a-month bookkeepers 

fr. Morrison. I don’t know how they do it. I don’t blame them 
for rebelling. 

Senator Benton. I see you don’t. 

Mr. Morrison. I think if the Congress doesn’t do something on it 
to bring this relief, we are going to have to organize. I say this in all 


sincerity. I think we are going to have to organize a ceiling on taxes 
and refuse to give Coneress any more monev and make them live 
within a budget, the same way they are forcing us to live. It has 


come to a point where it is overburdening. 


If you have time, in any city you are in, look around at the little 
20-foot store. ii vou trace back in the first 9 out o 10 of thosk peopi 
that go broke—that have to close up—vou’ll find the first trouble 
they have is tax trouble. That is very unfair, because the individual! 
businessman, in all lines of endeavor—that is the proving gro r 
al \meriecan business j where we can step out ancl cle ve] 1) 
theories in competition, in manufacturing and in expansion 
ahead and furnish the necessary work, the wages and evervthi 


the general welfare of the pubiic. 
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Senator Benton. Mr. Morrison, this is the first time that thi 

yarticular subiect has come before this committee in the 8 davs of 
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hearings which I have attended. 


l am personally coing to find out more about it and I assure you 
that the staff of the Smal! Business Committee will do the same. 

You have made some dramatic and compelling statements.  ! 
appreciate them. I hone to see to it the Vv are explored in more detail 

[ don’t think you can hope to get any legislation this vear. What 


we are doing here today is building a record for the Small Business 
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( ommiuttee to help it in the prosecution of its case on behs ii of the 
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small, independent businessman with the reconvening of the Congre 
next January. 
Af . , ’ 
Vir, MorRISON. Just one suggestion. lf we can’t put these tax 


payments back on the people who earned them. pul that responsibility 
back on them, in lieu of that the businessman should be given at 
option of whether or not he wanted to go to the expense of collecting 
the taxes from his emplovees and turning them in. I talked to one 
man with 20 emplovees: he says about half of his bookkeepu Cr @X- 
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penses—he is in the printing business, too—are directly chargeable to 
the collecting and payment of these taxes, his auditing and expense 
statements. 

There is a concern that is old and established here, which is a family 
concern, and they have always kept their own books, until 1946, when 
the laws just got beyond them. They are printers. They create 
pretty things on paper, but they can’t set down a column of figures. 
Printers are not interested in bookkeeping. We are not interested in 
becoming bookkeepers. 

Senator Benton. I am very sympathetic with that point of view, 
Mr. Morrison. Indeed, there is nothing more irritating in a creative 
business than unproductive bookkeeping. 

Mr. Morrison. The nuisances are a bad thing on it. 

Senator Benton. I will say keeping books for tax purposes seems 
unproductive. That is a fair amendment, isn’t it, Mr. Burdick? 

Mr. Burpick. That is right. 

Mr. Morrison. The tax people come in at any time and they will 
take you away from your work, even pull you away from your 
customers. 

Senator Benton. I must say, Mr. Morrison, I am not in the printing 
business, but I am in publishing. I am publisher of the Encyclopaedia 
Britannica. I claim I have always had enough sense to stay out of the 
printing business and let someone else do it for me. You have not 
changed my desire to stay out of your business, as I have listened to 
you today. 

Mr. Morrison. I hope I have chased some competition away. 

Senator Benton. We are grateful to you, Mr. Morrison. Andmy 
regards to your wife. Tell her I like to see a man who steps to the 
front and speaks as you have of his wife, as a full partner in his business 
enterprise. 


STATEMENT OF BRUCE ALEXANDER, BROWN CITRUS MACHINERY 
CORP., WHITTIER, CALIF. 


Senator Benton. Will you sit down, please. Identify yourself for 
the record, and tell us what your business is. 

Mr. ALtexanper. Thank you. My name is Bruce Alexander. 
Senator, if I may, I would like to pass around a few buttons. They 
don’t have Democrat or Republican on them. 

Senator Benton. Is this “I like Ike”? 

Mr. Atexanper. No. It says, “I have registered”’. 

Senator Benton. I am for that. 

Mr. ALexanper. If I find there is no disagreement, we will give 
this a little publicity. 

Senator Benton. Yes. Do you make these? 

Mr. ALtexanpvErR. No; we bought them. You can buy them for 
$1.50 a thousand. We thought it was the best investment we could 
make. 

I handed one of these to Bill Joyce. He said, “You know, I haven’t 
registered. I think I can do it downstairs in this building.” One 
vote is assured. 

My company is the Brown Citrus Machinery Corp. in Whittier. I 
would like to go back and just briefly tell you my background, because 
as Bill Joyce has pointed out, I think the important thing here is not 
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only what happens to small business, but what happens to the indi- 
vidual, because it is the individual w ho has created small business. 

Senator Benton. Do you have a prepared statement, as had Mr. 
Morrison? 

Mr. ALEXANDER. I do; ves. 

Senator Benron. I assure you our record here today is not just a 
nominal record, but is one that will be perused carefully by the staff 
and members of the committee. Perhaps we could insert your state- 
ment in the record in full and you could highlight it for us so as to give 
us a chance to ask a question or two. We have 13 more witnesses 
today. I don’t want to keep them waiting all day, and then shut 
some of them off. Those who have prepared statements, who are 
willing to handle them that way, would help the committee to get 
through this very interesting and important looking list of witnesses 
which have been lined up by the Los Angeles Chamber of Commerce. 

Mr. ALEXANDER. I appreciate that. I will be glad to do it. 

Senator Benton. Why don’t you high light your statement and 
give us a summary of it—— 

Mr. ALeExaNpDeER. Thank you, Senator. Give me a couple of 
minutes on this background. 

Senator Benton. Certainly. 

Mr. ALEXANDER. I was born on a farm out in Nebraska and 
graduated from high school there in ’32. You will remember that 
corn was 10 cents a bushel in ’32, and the agricultural community 
was down. I started there working for $30 a month. 

Senator Benron. That is what I started at. 

Mr. ALEXANDER. Most people in this room probably started at 
that same point. I think the more often we repeat it, the better it 
will be. 

Senator Brenron. I started on a homestead in north central 
Montana. I would like to know if there is anyone else here who 
filed and proved up a homestead. 

Mr. ALEXANDER. I am not complaining. I am proud of it. 

Senator Benton. My mother said homesteading was good for me. 
I hope she may be proved to be right. 

Mr. Atexanper. I worked my way through two universities and 
started out in the manufacturing world and came up through from 
the bottom, from the first organization, to superintendent of 1,200 
people. 

I went from there to an engineering firm, where we worked doing 
professional work across the country. And from that point I bought 
a& majority interest in the Brown Citrus Machinery Corp. 

Senator Benton. When? 

Mr. ALEXANDER. In 1947. 

Senator Benton. Just what is your citrus machinery? 

Mr. ALexanprrR. That is the processing of citrus juices. Our 
particular end of it is processing citrus juices in a canning plant. As 
you know, over half of the citrus crop is processed. We make the 
machinery that processes the fruit in the canning plant. 

Senator Benton. In Newark, the committee had the Minute Maid 
president as a witness. 

Mr. ALexanper. John Fox? 

Senator Benton. Yes. 
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Mr. ALexanperR. I think highly of him. His company started 
from scratch, like many you have heard from today. Starting from 
the homestead in Nebraska, or in Montana, and graduating from high 
school in 1932, and buying a business in 1947, and that business being 
worth about a million dollars is a point. I bought 70 percent-interest 
in the business, and, I didn’t, naturally, have that much money, 
although I had done a big job of saving all I could. I wrote a note for 
something over Six figures and took my turn at establishing or carrying 
on a young business because this company was going when I took it 
over. 

Incidentally, I would like to reemphasize what Bill Joyce has said. 
The boys coming from the farm teday, or from the city, can’t possibly 
hope to do that. Conceivably, even with the best of luck, they would 
not save as I saved, over 50 percent of my wages, and someday hope 
to buy a business that is worth that kind of money. The greatest 
hindrance today to the future of this country is the fact that young 
men who have started from scratch and have no means other than 
their own earning power cannot do what the men in this room have 
done. 

Senator Benron. The importance of this is much greater than its 
potential adverse effect on the economy. It runs counter to the 
entire American tradition of freedom of opportunity. I agree with 
you. 

Mr. Atexanprer. The American system is based on the ‘four free- 
doms,” freedom of religion, freedom of speech, freedom of the press, 
and freedom of opportunity, which is the opportunity to go into 
business, and that implies the opportunity to save part of your money 
and reinvest it in the business. Today we have taken away the op- 
portunity to save money and to reinvest it. Without that reinvest- 
ment of earnings today we will have no future for our people to- 
morrow. That goes with what you said. 

America’s industry leads the world because of three basic factors 
which have characterized its growth from the beginning: The right 
of any individual to go into business, the right to accumulate savings 
from the business and reinvest in expansion of the business, and the 
maintenance of equal opportunity for a small growing company to 
compete with the “big”? company without disc rimination. 

When the above three basic factors prevailed in this country, we 
continually found young companies springing into existence overnight. 
These young upstarts appeared from nowhere to challenge the 
supremacy of large established companies. 

More often than not it was the young aggressive company that 
invented the new product, found ways of producing a better product 
for less money, or developed a new sales approach to put its product 
over 

Ingenuity has characterized the young company because in most 
instances if was the individual entrepreneur who had his ‘‘all’’ in the 
business. He was using risk capital, most of which had come from his 
own savings, or from his friends. He had confidence in himself, and 
he had the courage to follow his own ingenuous approach. 

The pattern of our competitive svstem has been one where the 
crowth company continuousty put pressure on the established company 
by means of keen competition for a free market. 
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This pattern of business, operated by freemen who were rewarded 
in proportion to their ability and ingenuity, has put America on top 
in the race for world supremacy for production of goods. It is the 
foundation for our whole economy. It has satisfied the physical needs 
of our Nation, and has thereby made possible the spiritual growth of 
our people. 

Now we have seriously weakened the fourth basic freedom pro- 
vided by the founders of our country. It is the freedom of oppor- 
tunity—the right of the individual and the right of growing corpora- 
tions to accumulate savings by means of thrift and good management. 

The freedom of opportunity is systematically being eliminated. 
Excessive taxation is destroying the opportunity to accumulate 
savings, and without savings, the funds to finance the growth of a 
business are nonexistent. 

In 1952 the young growing corporation that is doing an outstanding 
job is faced with a tax bill up to 70 percent of its earnings. Out of 
the approximately 30 percent of earnings left after taxes, it must 
expand its plant, buy new ualilioniatite invest in more inventory, 
increase its marketing facilities, and pay the stockholders, if possible. 

Anyone who know anything at all about business realizes that 30 
percent of net earnings in a growing company will not provide the 
funds required to finance normal growth or even an acceptable rate 
of growth. 

The growing corporation must, therefore, go outside the business 
for funds to finance its growth and expansion. It has three sources 
for such funds: 

Commercial banks: Banks are not receptive, because, after taxes, 
not enough money is left to pay off the loan; 

New stock issues: A ¢ growth company requires risk capital. Risk 
capital looks for a high rate of return. The return is not high in 
growth companies because of the large tax “bite; therefore, risk 
capital is not attracted to these companies; 

Bonds and mortgages: Bonds and mortgages are also difficult to 
obtain for the same reason. Not enough money is available after 
taxes to meet debt retirement. 

For the above reasons, new capital for growth purposes is not 
available. 

Growth, oe kind of growth that has characterized American in- 
dustry, has been eliminated by tax legislation. 

The cae of American industry now rests with the old established 
companies. They need not fear competition from young growth 
companies. 

These mature companies are looked upon by investors as sure pay. 
Their large investment in plant and facilities can be depreciated. 
Thus, each year money is available out of expenses to pay for new 
plant and machinery. Their requirements for growth are less, and 
it follows that more money is available for debt retirement. 

Another advantage of the established corporations is that, in gen- 
eral, these companies had high earnings during the years 1946-49; 
therefore, they have a high excess-profits-tax credit. It follows, then, 
that on a large portion of their earnings they pay only the base cor- 
poration tax rate of 52 percent, and ‘avoid the extra excess-profits 
tax of 30 percent. The growth company, on the other hand, usually 
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has a much smaller excess profits tax credit in proportion to its earn- 
ings, and is therefore required to pay the 52 percent base tax, plus 
30 percent excess profits tax on the amount that its earnings exceed 
its base period earnings. 

Referring to the case history of Brown Citrus Machinery Corp., 
our corporation was established July 1, 1947. In the first year, 78 
percent of earnings remained for investment in the business after 
taxes. In the second year, 62 percent of earnings remained after 
taxes; in the third year, 62 percent; in the fourth year, 38 percent; 
and in the fifth year, 28 or 29 percent will probably be available for 
investment in our future, after we pay our tax bills. 

Our corporation has an average of $12,000 invested per em- 
ployee. Now let us consider that we wish to expand to employ 10 
more people. We must then plan to invest $120,000. To save 
$120,000 out of earnings for investment in growth and expansion, 
we must first earn over $300,000 and pay out $180,000 in taxes. 

Looking at the problem in another way, we now have on order a 
milling machine and turret lathe. These two pieces of machinery will 
cost a little more than $20,000. To pay for them out of earnings after 
taxes, we will first have to earn $72,000 and pay over $51,000 in taxes. 

You may be interested in an analysis of our earnings for 1951, and 
the money we had to invest in our business to finance a normal amount 
of growth. If we consider our total earnings as 100 percent, then the 
figures break down percentagewise as follows: We paid over 60 percent 
of our earnings for Federal and State income taxes. Our requirements 
for expansion amounted to three times our earnings after taxes. Or, 
in other words, only $1 out of every $3 we invested could come from 
our earnings. Our company has yet to pay its first dollar in dividends, 
after nearly 5 years of operation, in spite of the fact that it has earned 
a profit each year. 

This is not the whole story. We did not expand as fast as good 
sound business judgment would have indicated. We accepted only 
60 percent of the new business that was offered to us. The 40 percent 
of new business which was offered to our company and which we 
refused to accept was taken over by one of our large competitors. 
This business is probably lost for many years to come. When your 
competitor gets in, it is not easy to regain the account. The total 
amount of lost business will amount to several million dollars of 
revenue over a 10- or 12-year period. 

Now let’s look briefly at the position of our company’s major com- 
petitor. This company is an old established company. It had aver- 
age earnings during three of the base-period years (1946-49) of 
$5,250,000. Therefore, it does not pay excess profits tax until it 
has earned $5% million. In 1950 it had depreciation of $3,850,000. 
This sum is a cash reserve before taxes. It follows, then, that our 
major competitor has cash funds available for expansion and debt 
retirement in excess of $6,370,000, after taxes. This amount is 
available if it earns only the amount equal to its base-period earnings. 
Keep in mind that on this $6,370,000, no excess-profit-tax payment is 
required. 

Incentive for growth has already been recognized in other phases 
of our economy. Large depletion allowances are permitted in the 
oil industry. A similar incentive is provided for mining operations. 
Owners of breeding stock in the cattle industry are permitted to take 
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a capital gain, instead of paying regular income tax rates. All of 
these provisions are for the purpose of encouraging growth and ex- 
pansion. 

From the above analysis, it is readily understood that our competitor 
had no difficulty in taking on the additional business that our company 
was forced to turn down. 

What can be done to keep growth companies alive and growing? 
We need a new tax yardstick for small, growing corporations. Com- 
panies with less than 500 employees, and which have less than $24 
million invested, should receive a tax credit of 20 percent of net earn- 
ings for reinvestment in the business. 

Only through this approach, or some other tax approach that 
achieves the same objective, will the small dynamic corporations con- 
tinue to provide the stimulant that is essential for a healthy business 
economy. Give the young man with vision and courage an oppor- 
tunity to build a business, and you will always have a dynamic 
America. 

‘The Government will make money by permitting growth companies 
to retain earnings to finance expansion. Every additional dollar that 
is invested in e oe this vear will bring back many dollars of taxes 
in the future. A milling machine added to a production shop may 
cost $10,000, but over the life of that machine it will produce profits 
out of which taxes will be paid amounting to several times the cost of 
the machine. 

Only by increasing output and productivity can we continue to 
carry a higher tax burden and maint: ain our present living standards 

Senator Benton. Have you paid off that note as vet? 

Mr. Arexanper. No, but lam working atit. [am not delinquent. 
I would like to say that | am not complaining about my situation. | 
am merely unhappy that the men who are foliowing me will not hav: 
the opportunity I have had. 

Our corporation, established in July 1947, has made money every 
vear. 

In the first mee 78 percent of our earnings were available for re- 
investment in the business. In other words, we had 78 cents out of 
every dollar that we earned, which was available for reinvesting in the 
business. 

In the second vear, and also in the third vear, which was 1949 and 
1950, we had 62 percent of the money that we earned, which was 
available for reinve sting in the business. | might say that it was all 
reinvested. 

We have not paid the first dollar of dividends to date. And in the 
fourth vear, which was last year, only 38 percent of our earnings were 
available for reinvesting in the busimess, and we anticipate that im 
this year of 1952 there will be 28 or 29 percent. 

Senator Benron. However, you seem to be doing very well. 

Mr. ALEXANDER. In other words, now we are gomg to have left in 
our business about 1 out of every 4 dollars. Whereas, 4 years 
ago we had three out of every four dollars available for reinvestment 
in the business. Our corporation is a little different than Bill Jovee’s, 
in that we have a high fixed investment. We have $12,000 invested 
per emplovee. Therefore, if we wish to expand and, for instance, 
want to put on 10 more people, and we are going to expand our facili- 
ties to accommodate those 10 people, we must then invest to pay them 
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$12,000 times 10, which would be $120,000. This amount we must 
invest in facilities and machinery to accommodate those 10 people. 
That means we have got to earn $300,000 before taxes. And we have 
to pay $180,000 in taxes, in order to have $120,000 left, to provide 
employment for those 10 people. 

Now, looking at it in a little different way, if we want to buy, as 
we already have ordered—we have ordered two machines. One is a 
large turret lathe and the other is a milling machine. Those machines 
cost us over $20,000. To pay for the two machines we have to earn 
$72,000 before taxes. We have to pay $51,000 in taxes, and after we 
have done that we are afforded the privilege then of operating two 
more machine tools in our plant. 

Senator Benton. How long does the Treasury make you take in 
—r them off? 

Mr. ALexanpur. You can have about 10 years. 

Senator Benton. You charge them off as fast as you can? 

Mr. ALexanprer. We charge them off as fast as we can. 

Senator Benton. Would you like to charge them off more quickly? 

Mr. ALExanpEr. I would like to have the opportunity to make that 
choice. 

Senator Benton. Yes. That is the right way to put it. 

Mr. ALexanprr. I think your statement is very good. In some 
companies the advantage is to charge it off faster, and in other com- 
panies it will work the other way. I! think your point of giving the 
businessman a choice is excellent, and the Government will earn 
money doing it. 

Senator Benton. I hope the Government won’t earn money. I 
hope the scale of taxes in the next 20 years will go in the opposite 
direction. 

Mr. ALEXANDER. I mean if they permit us to deduct $20,000 this 

ar from earnings, to buy two machines, the two machines will more 
‘in pay back to them in future years the amount the Government 
would forego this year. 

Senator BENTON. Such a change in Treasury regulations isn’t 
possible at present. But I believe it is something we should plan for 
as we look ahead. 

Mr. ALEXANDER. You may be interested in the analysis of our 
earnings for 1951 and the money we had to put into our business to 
finance the growth. I told you how the tax rate went up, and last 
vear we had a much smaller amount available after taxes. If we con- 
sider our total earnings as 100 percent, as the official breakdown, we 
pay over 60 percent of our earnings for Federal and State income taxes. 
Our requirements for expansion amounted to three times our earnings, 
after taxes. In other words, in order to keep our business going and 
growing we had to put in three times the amount that we were able 
to save. 

Senator Benton. Did you put it in? 

Mr. ALEXANDER. We put it in. 

Senator Benron. Where did you get it? 

Mr. ALEXANDER. We got it out of next year’s tax money. That is 
where most of the companies today get their investment. In other 
words, you have the money in the bank and it is supposed to be paid 
for taxes during the next 12 months. 

Senator Benton. It is carried as a reserve on your books. 
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Mr. ALEXANDER. It is also a mortgage on your life. 

Senator Benton. That is true. 

Mr. ALEXANDER. Today you have the need for a new machine or 
some other expansion. Do you pass up the opportunity to take on a 
new customer or do you let your big corporation competitor take it 
on? You don’t let the competitor do it. You take the money out 
of the bank, supposed to go to Uncle Sam, and you hope you make 
the money back soon e nough to pay him; so far we have done it. 

Senator Benton. Mr. Alexander, vours has been a very consistent 
and excellent statement. I congratulate you. 

Mr. ALExANpeER. Our requirements for expansion, as I said, are 
three times the amount of our earnings. Now, our company has yet 
to pay any dividends. We have not paid the first dollar of dividends 
that 1 mentioned a minute ago 

Now, | would like to point out that although we invested three times 
the amount of our actual earnings after taxes, we still fell far short of 
our job. I would like to tell you how that comes. We have been 
growing substantially in the State of Florida. We are primarily a 

California corporation. We started from scratch in Florida 4 years 
ago. 

The largest competitor in our business is the Food Machinery & 
Chemical Corp. I don’t want to take anything away from them. 
They have done a grand job. I would like to own some of their stock. 

Senator Brenvon. I would like to own some of your stock, just 
listening to you. 

Mr. ALexanpEer. When I get to be Bill Joyce’s age, I will sell it 
to you. A year ago the companies down there (Florida) were chang- 
ing over from an obsolete type of equipment to a new type of equip- 
ment. Our company had this new type of equipment and Food 
Machinery had the new type of equipment. It just happened our 
engineers, by burning the midnight oil, developed a better machine. 

The companies there, the companies who are in the orange processing 
business, came to us and said, “We want your equipment.” Our 
company turned down about half of the plants that came to us and 
asked for machines. We turned down one and took one. The 
Food Machinery salesman was following on our tracks, and every 
time we turned down a customer he took the customer on. 

This business is handled on a 3-year-lease agreement. We write a 
lease with the customer and he agrees to use our equipment for 3 
years. He has to spend a lot of money to install our equipment. It 
becomes a permanent part of his plant. Therefore, he may have to 
invest $50,000 to $100,000, just to install or otherwise provide the 
related piece of equipment that goes along with our machinery. 

Therefore, at the end of that 3-year period there isn’t much chance 
we can take that customer over. He is married to Food Machinery. 
He has been with them 3 years and it cost $50,000 to $100,000 to make 
the change. Therefore, he is going to stick to them. We have lost 
that business from here on out. It is gone for another 12 or 15 
years. This loss of business is going to amount to several millions 
of dollars. 

Although we used the Government tax money to expand, we bor- 
rowed on our automobile, we mortgaged our house, we put in $3 for 
every dollar we earned, and yet we still did only half the job that 
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was presented to us. And we gave a major competitor an opportunity 
to get in and take half the business that was ours. 

Senator Benton. That is an appropriate story. It makes your 
point very nicely. 

Mr. ALEXANDER. Just take a brief look at this competitive com- 
pany. Keep in mind I am not criticizing Food Machinery. They 
are a wonderful company. We are glad to have them as competitors. 
They have average earnings during the base period of $5,250,000. In 
other words, during the years 1946 to 1949 they averaged five and a 
quarter million earnings. 

Now, in addition to that, in the year 1950 they had $3,850,000 of 
depreciation. In other words, in their expense figure they had 3.8 
million dollars. In addition to that they don’t have to pay excess- 
profits taxes until they earn more than $5 million per year. Our 
competitor has $6,370,000 in cash, after taxes and before he has paid 
any excess-profits taxes, if he takes depreciation money and adds it 
to what is left after taxes. He has got $6,300,000 to compete against 
a little peanut-sized outfit like ours. 

I am not complaining about our company’s situation; we will come 
out all right; but there you have the big corporation, and, incide ntally, 
he is making, this year, about $7,000,000. He is actually getting 
three-quarters of his earnings this year without paying exc ess-profits 
taxes. We get about, let’s say, a quarter of our earnings without 
paying exct ‘ss-profits taxes. That is the kind of a problem that our 
company is up against. 

Now, it seems to me that we have got to find a way to keep these 
small growing companies alive. We have got to find a way to permit 

voung businessmen or young men who want to be businessmen to get 
into this American economy of business. 

I have only one suggestion to make, and that is that we allow a 
flat percentage for growth companies. 1 consider a growth company 
one under 500 employees and under, say, four to five million on sales 
volume. They define small business in this country as being under 
500 employees. I would say for the growth companies that are 
considered in this “‘small-company”’ classification, that we allow those 
companies at least a 20- or 25-percent deduction from earnings for 
reinvestment in the business, provided they reinvest it. 

We don’t allow it if they are going to pay it out in dividends or if 
they are going to buy a Cadillac automobile. If they really invest 
it in the business, then those companies, in my opinion, should have a 
deduction before taxes of 20 to 25 percent. 

[f you don’t do that, our small companies competing against the 
big corporations have just about two alternatives. I mean, for a 
while we are going to keep our heads above water and go ahead 
purely by ingenuity. Before long we are either going to have to 
sell to that large competitor or else give up the race. 

I think we have to provide an opportunity for the Bill Joyces and 
the Mr. Prynes and the other men who are in this room, to start from 
scratch, where nearly every small-business man started and built a 
business, because it is on that business that our economy rests, and it 
is on that economy that the spiritual life of this Nation rests. 

That is all I have to say. Thank you very much. 
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Senator Benton. I agree with you, Mr. Alexander, that if condi- 
tions don’t change, the chances of, keeping our economy competitive 
and of keeping t 1e door of opportunity open for the boys from Ne- 
braska and Montana will become increasingly bleak and remote. 
Your closing statement was very moving. 

Yes, if things do not change, so that we may move back toward a 
climate that opens opportunity for the Joyces and the Prynes, our 
country will alter more profoundly, in my judgment, than any of us 
now anticipate, and it can alter profoundly from internal forces. 
External forces won’t necessarily be required. 

Mr. ALEXANDER. I appreciate that statement, Senator. 

1 would like to say that a year ago I had quite a little to do with a 
group of young small-business men who appealed to Congress to get 
some tax relief in the tax laws. 

I would like to make this statement: That every Senator and every 
Congressman we contacted was cooperative. Secondly, they under- 
stood the problem and, thirdly, they wanted to do something about it. 

Now, the fourth thing is that they did actually do something about 
it. We didn’t get as much as we had hoped for; not as much as we 
needed, certainly. But the important thing to me was that every 
man we asad had an intelligent understanding of the problem. 
He was glad we came there with it. He tried to do something about 
it. He came out with an answer. 

I would like to make one statement concerning your last point, 
Senator. After all, we are in an emergency period, and in that emer- 
gency period we all have to make sacrifices. 

| would agree with you, except for this: When we went into World 
War II, there was a reasonable expects ition we were going to be in a 
short war period and then level off. Today I am afraid that we are 
not in that short up-and-down cycle; we are in a long-range program. 

Senator Benton. Yes; it may turn out to be exactly that. 

Mr. ALEXANDER. We are going to have to do a better job at the 
world conference tables than’ we are doing today or it is going to be a 
long-range deal. If it is, I think it is important we recognize we are in 
a long-range deal and not in a short-range deal, and then let’s adjust 
our economy so that 

Senator Benton. So that we don’t destroy it. 

\Ir. ALEXANDER. So that the normal growth and development of 
young business in this country can keep going, there is a terrific drain 
on business today. 

Senator Brenron. You will be interested when the printed copies 
of our hearings are available. 1 suggest now to our staff, as a part of 
the record, that the moment printed copies are available, copies 
should immediately go to witnesses that have appeared before our 
committee. Many witnesses will be interested to see how many 
constructive suggestions have been made for improvements in the 
tax laws that will benefit smaller independent business. 

[ shall be greatly disappointed if, out of those hearings, changes 
cannot be worked out at the legislative level as well as with the 
Treasury Department on its regulations. 

Thank you, Mr. Alexander, for appearing today. I congratulate 
you on the remarkable progress you have made with your company. 

Mr. ALexanperR. Thank you, Senator. 
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STATEMENT OF HAROLD C. RAMSER, UPHOLSTERY SUPPLY CO., 
LOS ANGELES, CALIF. 


Senator Benron. Mr. Ramser, will you please tell us about your 
company and identify your connection with it? 

Mr. Ramser. My name is Harold C. Ramser. I am one of those 
rapidly disappearing men in the business scene of America. I am a 
single proprietor, a sole proprietor. 

Senator Benron. I own the common stock in my businesses; my 
family and I. 

Mr. Ramser. I am not in a corporation; a sole proprietorship. 
As such I face certain difficulties which haven’t been touched on so 
far, because most of the problems seem to be related to corporations. 

I started in my business activity in the end of 1933, at the beginning 
of 1934, which was apparently a piece of good luck to everybody born, 
at least, a little bit earlier than recent times, because it gave me a few 
years in which to get a little start before the present taxes came on our 
scene. 

Senator Benron. What is the nature of your business? 

Mr. Ramser. My business is a jobbing and distributing business; 
a merchant, if you please. 

Senator Benton. You do no manufacturing? 

Mr. Ramser. In the last few years we have added a very small light- 
manufacturing adjunct to the business. However, as a merchant, our 
problem is principally in getting capital with which to buy inventory 
or the merchandise with which we deal. 

We supply the reupholstery shops, the mattress-renovating shops, 
and the manufacturers of new furniture, new upholstered furniture 
and new mattresses in this area. 

Starting in 1933-34 with myself as the only employee and some 
$2,500 in capital, and by depriving myself and my family of what 
could be called adequate means and by working from 7 in the morning 
until 11 at night, 6 days a week and half a day on Sunday, and by 
plowing back every possible dollar that could be scraped up, I was able 
to build the business up to where, at the end of 1939, we had about 60 
to 70 employees and had a working capital of about $250,000. 

From that day to this-——— 

Senator Benron. That isa remarkable record. I congratulate you. 

Mr. Ramser. I don’t consider it remarkable at all. 

Senator Benron. Good for you; but I have been through a good 
many new businesses, small businesses. The story of the work and 
leadership of the proprietor, in my experience, is always the same. 

Mr. Ramser. It is that enterprise and that sacrifice that a pro- 
prietor makes, to put in his business, the reinvestment of his earnings, 
which in those days he was allowed to retain, which was a certain 
amount even after taxes, and we thought which were oppressive then, 
that vou built your capital. 

Now the capital that a proprietor has is as unavailable to him as 
if he were working for the company he owns. So long as that capital 
is in his business and in his inventory he hasn’t any more use of it, so 
that it is just—-well, it is his but it isn’t. It is serving the employees 
and the community just as much as it is himself. He has certain 
control over it and by his own individual choice he is able to make 











0., 


our 


ose 
n @ 


my 


Lip. 
| SO 
ns. 
ing 
rn, 
few 
our 


‘SS; 


ht- 
our 
ory 


Ps, 
ure 


me 
hat 
ing 

by 
ible 


, 60 


‘ou, 


ood 
and 
3. 

ro- 
ngs, 
fain 
1en, 


1 as 
ital 
. 80 
yees 
tain 
ake 


5 
; 


Pate ees ae 


i ea aa et 


Pe ae AS 


TAX PROBLEMS OF SMALL BUSINESS 189 


decisions about it. He can’t spend that money. He can’t use it, 
except in the function of his business. 

So that it was quite obvious in getting started that the great hope 
and expectation for a sole proprietor was to acquire capital. From 
1940 to the present time we still have 60 to 70 employees and we still 
have a capital net worth of $250,000. We haven’t added 1 cent to our 
capital during that period of time, because a sole proprietor is not 
allowed to pay tax on his business, as a se parate entity, and then 
file a joint return between himself and his wife. He can’t draw any 
salary, as such. The total profits of the business are the basis by 
which he pays his taxes. 

So we find that the amount of tax and the amount of living—which, 
after all, if you have children and they grow up and they require 
more clothing and more interests, as they go to high school and college, 
you can no longer subsist on $10 or $15 a week, let alone taking into 
consideration the inflationary things that have come into the Ameri- 

can scene. 

We find today a sole proprietor tax and reasonable necessities just 
about approximate the amount of his total earnings, as a sole pro- 
prietor. He, therefore, adds nothing to his capital; and that has been 
our experience. 

Some time ago I had a competitor come to me and want to sell me 
his business, and I was very much interested and it would have, I 
thought, been a very healthy addition to our picture. 

We studied it very carefully. I had to go out and contact an 
accountant to study the matter over, as well as the net conclusion 
we came up with, which was you can’t buy the business, you can 
only acquire it. From the retention of earnings, you add the earn- 
ings of that business to your own and you will be paying the entire 

~arnings of that company out in taxes. I was told to stay out of it, 
and, therefore, we stayed out. 

I think there will be, by one means or another, a series of * ‘idents 
and calamities and occasions which will most likely make it seem 
logical for an excuse for continued tax levels we have now i such a 
long period of time that I don’t see much reason, myself, for staying 
in business any longer, and I should like very mych to get out of 
business. 

[t so happens in our type of business, however, that we don’t have 
the large corporations. Nobody wants to get into the upholstery- 
supply “business, so there is nobody to sell out to. The only thing 
that faces us is just to liquidate the business. 

In speaking of going into a corporate form and possibly selling 
stock, because that seems to be the primary means by which a large 
corporation grows; they simply float another 5 or 10 million stoc ck 
issue the public buys. Or we could go out and find a half dozen men 
who would invest $100,000 or $50,000, but I find they are not interested 
in it. 

They say, ““Why should I invest my money? There is no chance to 
get anything out of the risk of capital.” 

The stockbroker says, “You are not in a popular type of business. 
Your type of business, we would never be able to sell its stock on the 
market. The only thing you can do is stay in business as a sole pro- 
prietor and try to do the best you can that way.” 
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I think under the circumstances the choice is not particularly good. 
I think that most of us are going to make the decision that many sole 
proprietors have been doing over the past number of years. They are 
getting out of business in such numbers it is alarming, but this country 
is so large and the men in business are so many that the corporations 
and the operators in the higher level and publicized ones, that people 
are unconscious of the disappearing sole proprietor from our picture. 

Senator Benton. One reason, isn’t it, Mr. Ramser, is that many 
sole proprietors have decided that it is in their own interest to incor- 
porate? 

Mr. Ramser. You get into corporations 

Senator Benron. They may incorporate and the family may still 
retain its interest, and for all operating purposes they go right on as 
they did before they incorporated. 

Mr. Ramser. Yes; we have considered that, too. 

Senator Benton. The business disappears as a sole proprietorship, 
but the effect on the business and the family is not noticeable. 

Mr. Ramser. Yes; but where are you going to accumulate the capi- 
tal you need, whether you are a proprietor or have a family-held cor- 
poration, of which you would own all the stock? There wouldn’t be 
any more retention of profits afterward, because of an unsatisfactorily 
low base of excess-profits taxes, and then the double taxation which 
comes on, 

Senator Benton. Yes; it is a double taxation that keeps you from 
incorporating? 

Mr. Ramser. That is right. And the fear of Section 102, if you 
retain any of your profits in the business; and furthermore, there is 
a certain unwieldiness that comes to a proprietor in a family-held 
corporation, of which he is the only stockholder. 

I am also the adviser over at the university of a boys’ group. It 
is very interesting to me how many of them are beginning to seek 
fields in South America and other countries. That surprises some 
people. Many of our youth today are looking outside the United 
States and migrating to other countries, because they feel that the 
frontier is no longer in America. 

Senator Brenton. I am glad to see the boys in California have 
somewhere to look, you say they look at South America just as the 
boys in West Virginia look at California. 

Mr. Ramser, you have given us a very interesting new twist that 
has not been brought before this committee previously. That is 
the problem that is facing the sole proprietor. I am a believer in 
the sole proprietor and in the family business, and they are most 
important to the economy. However, it isn’t because I want you 
to get rich, or any family to get rich. It is because I think fellows 
like you and families like yours that own businesses keep independence 
and freedom and competition in our economy. These things are good 
for all the American people. 

I am glad you have put your testimony into our record. 

Mr. Ramser. Senator, in the last 12 years I paid a million dollars 
in income tax, and my capital stays just exactly where it was at the 
beginning of those 12 years. 

Now, back in 1940 we were doing about $70,000 a month business. 
We had about $75,000 inventory and about $90,000 in accounts 
receivable, and we owed a very small amount of money to the bank. 











a 


1 AS NAO AREAS 


i GAS AAT a oY 


din etic 


aie dene Sacle on ih: 





TAX PROBLEMS OF SMALL BUSINESS 191 


Today we are doing about $200,000 a month volume. We have 
$104,000 inventory and about $275,000 in accounts receivable, and 
we owe about $250,000 to the bank, because we still have our $250,000, 
$275,000 in net worth, just exactly where it was before. 

Senator Brenton. During the early 1930’s and until 1939 were your 
entire personal resources developed in your own business? 

Mr. Ramser. Yes. 

Senator Benron. And since 1939 you have developed no resources 
outside your business? You need not answer the question. 

Mr. Ramser. The resources outside of the business simply come 
from borrowed money. They don’t come from any other personal 
outside resources, because our capital is the same. 

Senator Benton. You haven’t developed capital outside the 
business? 

Mr. Ramser. Yes. 

Senator Benton. You do answer the question. Are Mr. Harding- 
haus, Mr. Baker, and Mr. Mallory, and Mr. Close here? If so, will 
they stand up? 

Mr. Baker, how long do you estimate your testimony will take? 

Mr. Baxer. Ten minutes. 

Senator Benton. Mr. Hardinghaus? 

Mr. Harpinenavs. I could make it five. I will cut it down to five. 

Senator BenTron. Any statement you have, we want in the record 
in full. 

Mr. Mat.ory. Twenty, twenty-five minutes. 

Senator Benton. That will be 45 minutes, let’s say. 

Mr. Joyce, is 1 o’clock too late for you? 

Mr. Joyce. All right. 

Senator Benron. These men have been promised they will be heard 
before lunch. I think we can handle them all before lunch, and 
adjourn at 1 o’clock. That would give us an hour before our next 
list of witnesses, who are due at 2 o’clock. This procedure would be 
more kindly to the reporter and also to the chairman. 

Mr. Joyce, Of course we will accommodate ourselves to that plan. 

Senator Benron. Is that all right? 

Mr. Joycr. Yes, indeed. 

Senator Benron. Excuse me, Mr. Ramser. Have you any con- 
cluding statement you wish to make? 

Mr. Ramser. Yes. I feel that the experience of our business has 
quite definitely proven that actually the Government has suffered in 
tax returns that could have been obtained from us had we—I say 
“we’’ because I refer to the business in that way—been able to retain 
sufficient capital to expand the business at the rate we had previously 
been expanding. 

I think there should definitely be a limitation on taxes. That cer- 
tainly should not run beyond a 40-percent level at the outside in the 
higher brackets. I think that the talk that has been going on for a 
number of years about RFC loans to small business, which on invest- 
igation prove they appear to be primarily lip service, because most 
of us couldn’t possibly gain loans under those restrictions and bases 
by which they loan money. 

That, actually, much of the talk and discussion which goes on rela- 
tive to small business so far hasn’t helped small business. I hope, out 
of these hearings and these discussions, something will come in the 
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way of tax relief which will give a small proprietor a chance to retain 
his earnings. 

One of those things might be that a business, whether it be a sole 
proprietor, a partnership or corporation, be able to be treated the same 
as a corporation would be, in that the business itself could operate 
and earn a certain amount of money. The sole proprietor could pay 
himself a salary, because in effect he is working in that business just 
the same as an employee. 

If it were incorporated he would be able to effect some savings by 
splitting up the income that way. Everything is being done to plug 
loopholes. The obvious loopholes that discredit some people should 
be plugged. Some of the provisions which allow certain leniency the 
move they are plugged and stopped, such as 102, and some of those 
things, which are effective for bigger business, then if we can’t retain 
reserves, we can’t retain earnings, the plugging of those things make 
the tax burden all the more difficult. 

I think the sole proprietor and the small businessman’s whole well 
being for the future rests a great deal on what is done very quickly 
by some of you gentlemen who are conducting these hearings. Thank 
you. 

Senator Benton. Thank you, Mr. Ramser. Your closing remarks 
put a responsibility on the Congress which some members, at least, 
would accept with reluctance. The reason for the high level of taxa- 
tion is most assuredly the present threat to the security of the United 
States. This threat comes from outside our country. High taxes 
do not come from the desires of Congressmen, particularly those like 
me running for reelection next November. Surely we do not want 
to extract the last pound of flesh from the business community. ‘The 
tragic fact is that we find ourselves in a world situation where leader- 
ship has been forced on a reluctant and unhappy America that didn’t 
seek the leadership and doesn’t want the leadership, but is doing its 
best to grab the nettle in the belief that this will give us a better chance 
over the next decade to create a world climate that minimizes the 
risk of war. 

{ don’t think there is a single member of Congress who wouldn’t 
like to vote for a tax reduction and a big one. 


STATEMENT OF CLIFF BAKER, PRESIDENT, ELCON 
MANUFACTURING CO., LOS ANGELES, CALIF. 


Senator Bunton. Please state your name and the company you are 
connected with. 

.Mr. Baker. I am Cliff Baker. I am president of Eleon Manufac- 
turing Co. 

Senator Bunton. I see you have a statement. We shall insert 
that in full in the record, unless you want to read it and deliver it in 
full. 

Mr. Baxrr. This was prepared in the interest of saving time. 

Senator Brenton. It is short. Would you like to read it? You 
can skip any part of it, but we will put it all in the record. 

Mr. Baker. Very well. The business of Eleon Manufacturing Co. 
is that of the development and manufacture of aeronautical electri- 
cal equipment. This is a California corporation, of which I am presi- 
dent, and I own all the issued and outstanding stock. We have em- 
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ployed up to 100 people, as a maximum, and we are faced with a 
condition of expansion, which I have for the present rejected, on the 
basis of capital expansion being done only from profits or additional 
cash capital put into the business. Under present conditions I don’t 
feel it is wise. 

I am afraid I am a little bit more explosive in my viewpoints than 
some of the gentlemen who have preceded me here. With your 
permission | will read this statement, in order that those present will 
have some idea of my particular views. 

It is my opinion that some of our representatives in the Congress are 
sincere in their desire to aid small business and independent industry 
in their struggle for survival. Although this vast numerical group are 
referred to as ‘‘the backbone of the Nation,” it is obvious to any 
thinking individual that under the present and ever growing tax 
burden their fight for survival is growing more feeble with each 
succeeding sunset. 

According to a late Dun & Bradstreet report, there are approxi- 
mately 2 700, 000 individual businesses listed throughout the country. 
Other statistical reports indicate that 50 percent of the Nation’s 
business is done by a mere 2 percent of this group and the figure is 
declining steadily. 

At this point I wish to go on record to the effect that I am not 
opposed to big business as such, evidenced by the fact that my own 
objectives lie in the common eternal hope of achieving an economically 
sound, healthy growth and well managed industrial enterprise in free 
competition w ith a policy of “live and let live.”” 1am opposed to the 
financial, business, and industrial monopolies that can at will, if the 
present trend continues, break the backs of their independent com- 
petitors. 

With the advent of the New Deal, elaborate promises were made 
to correct the inequities between huge enterprise and small business. 
The net result has been the extreme opposite; big business has grown 
bigger and small business has “grown” smaller. It is my private 
opinion that if big business could have hand picked an administration 
to do their exact bidding, they could not possibly have fared better 
in Nation-wide control of their competition. 

Excessive taxation has made it impossible for small business to 
expand their capital structures through profits, keep pace proportion- 
ately with the big fellow in research and development or to compete 
favorably in the union labor market. As a result of costly procedures 
the SEC has blocked the avenue of capital stock expansion for the 
average corporation. Government loans in many cases have proven 
valuable but by no means is the answer. Loans for capital expansion 
can be repaid only through profits. Working capital loans can be 
repaid through production and sales but provides no cure as a free 
enterprise safeguard. If free enterprise is to be perpetuated in this 
best country in the world, our legislators must be capable and willing 
to recognize fundamentals before—not after—the independent busi- 
nessman and industrialist in his 98 percent strength has lost the 50 
percent of the Nation’s business he now holds by a thread. 

The most immediate approach to a possible solution to the problem 
that I can offer at this time is to permit enterprising small business to 
finance its own working capital requirements and/or expansion pro- 
grams through the avenue of the Federal tax exemptions up toa 
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minimum of $50,000 annually, supported by certified proof of reinvest- 
ment. It is hardly an assumption to state that such a program would 
strengthen the morale and restore in part lost confidence in our legis- 
lators who have talked so much about aid to small business but have 
done so little about it. In all fairness to our sincere legislators, it 
must be admitted that when they have opened the door of proposed 
assistance to small business and industry, few were there to enter. 
Such a program would contribute to greater employment through 
expansion, thereby creating tax revenues that would more than offset 
exemptions for expansion purposes. Such a program would prove to 
2% million independent businesses in this Nation that lip service has 
at last turned into action and would give them the courage and 
incentive Americans have been so noted for in the past. 

Big business is now favored with tax exemption through certificates 
of necessity which is denied to small business. 

Senator Benton. May I interrupt? We have more small inde- 
pendent manufacturers in Connecticut per capita than in any State 
of the Union. Ihave begged them to come to my office in Washington 
so that I might try to help them get certificates of necessity. There 
isn’t any doubt there is reluctance and uncertainty on the part of 
countless smaller manufacturers which has kept them from applying 
for the certificates of necessity. 

The big firms, with their lawyers and crack accountants, got in 
figst with their applications. They weren’t afraid. They got their 
certificates. It isn’t so much that the Government policy was to 
discriminate against small business. About a year ago Senator 
Douglas and I, in the Banking and Currency Committee hearings, 
queried Mr. Ed Gibson, who was on the stand and who was acting as 
head of the NPA. We went into this at great length, and Mr. Gibson 
promised to do everything he could to redress the imbalance by giving 
a better break to small business. 

The fault is not only at the door of the Government; it is also 
the system which is at fault. How can you have, with only a hundred 
employees out here in Los Angeles, the representation and knowledge 
to get these certificates that the big corporations have had? 

I believe many men in the Government genuinely wanted to give 
a better break to small independent businesses, but the urgency and 
the system haven’t helped them to do it. 

Mr. Baker. If you will look at statistics as to what has been 
awarded to whom—— 

Senator Benton. I agree that it is out of balance. There are too 
few of the smaller businesses. 

Mr. Baker. Exactly. 

Senator Brenton. But they haven’t been in there asking. 

Mr. Baker. My own organization—we have been prime contrac- 
tors to the Government for a good many years in development and 
research work Our production is all on class B products, because 
they are electrical and they are listed in that category. 

We have great difficulty with our priority system, by reason of that 
method of listing, although all orders received carry a DO, A-1 rating. 
That, of course, under the present system, cannot be passed on. 

We made an application to erect a new 20,000-square-foot building. 
We made our application, formal application to NPA for the purpose— 
the application was denied. 
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Our entire work at the present time is manufacturing electrical 
equipment for the military. 

Senator Benton. I can’t pass general judgment on the record of 
any one case. 

Mr. Baker. Of course, you can’t. 

Senator Benton. You may be wholly right in yourcase. If I were 
you I would protest to my two United States Senators and ask them 
to get in there and find out; and also to my Congressman. 

Mr. Baxer. I think we have a couple of pretty good United States 
Senators from this State, and I am pretty well satisfied. 

Senator Benton. I tell the businessmen in our State, when they get 
in a dilemma like that, to come to me and I shall do what I can. 

I am not reflecting on your two distinguished Senators in any way 
whatsoever. 

Mr. Baker. I am not one to run to my Senator when I have a little 
brush with the Government. 

Senator Benton. May I submit that some of your bigger com- 
petitors may not share your reluctance. 

Mr. Baker. Probably so. It could be. I may be held in a little 
higher respect. 

Senator Benton. I congratulate you on your independence. You 
will find plenty of firms that don’t follow the same road. Please 
proceed. 

Mr. Baker. The oil industry is favored with tax deduction in the 
form of depletion allowances. To those we add the mutuals, co-ops, 
colleges, in the favored category as small business continues in the role 
of the poor and undesirable relation. 

Taxation necessarily follows Government expenditures. I offer the 
further suggestion to cut unnecessary Government expense by abolish- 
ing extensive departments of the Department of Commerce and 
others virtually duplicating statistical information required of busi- 
ness and industry on such an elaborate scale that unnecessary burden 
and expense is also imposed upon them and which no group of top- 
flight executives could read, much less absorb, in the course of several 
lifetimes. It would appear that logically required statistics could 
follow a universal form that could be compiled at a central point by 
such instruments as the electric numeric integrator and calculator, 
in use by the Army, with the results available to various cognizant 
bureau officials. 

I recently completed a business trip that took me to practically all 
the aireraft-manufacturing plants throughout the country. In the 
course of this trip, I visited many of their subcontractors chiefly to 
observe conditions in various widely distributed sections. In spite 
of the high level of the Dow-Jones industrial averages that reflects 
only the trend of big business, I found a general slow-business condi- 
tion at the small or subcontractor level. Notwithstanding, the chief 
complaints revolved about excessive taxation, Government Tegulations 
involving material allocations and the indisputable favoritism in 
granting certificates of necessity to big business. 

Senator Benron. | fear there has been some favoritism but I 
think it was more general in the early days. 

Mr. Baxnr. I will stick by my guns. 

Senator Benron. Senator Douglas and I made that charge a year 
ago. We laid it on the line and accused NPA of favoritism. I 
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believe there has been an effort to redress it, but there has also been 
a lack of drive and initiative by the smaller firms. This last is the 
further qualification I have been making. 

Mr. Baxer. The small-business man agrees that, if organized, they 
could create a powerful lobby in the interest of free e enterprise and a 
protection against monopolies. It gripes him to think that a lobby 
to protect the free-enterprise system should be necessary in a country 
like America. 

That concludes my written statement. To that I would just like 
to add this remark: That the danger, as I see it now, not only lies 
in possible expansion of business through earnings, but we are in- 
evitably coming to a point where production, commercial production, 
is tapering off. We have reached, if not a high, we have reached a 
near high, in spite of all the conversation to the contrary, regarding 
inflation. When we reach a point that is top, there is only one other 
direction we can go, and that is down. 

I think the bankers pretty well agree that the workingman has 
apparently reached a saturation point in the extension of his credit. 

Now, when that time comes the manufacturer of commercial pro- 
ducts can only go one way, and that is down. 

Now, the danger that I see to small business, and in recession, which 
will definitely follow this period of inflation, is that they are not 
permitted to have sufficient capital reserves to weather them through 
the coming storm. 

Senator Benton. Yes, this is a grave danger. 

Mr. Baker. I think definitely something should be done to protect 
the small-business man in this country. He has had no help because 
he has been unorganized. The few legislators who have tried to do 
something about it have had no backing. They can’t stand up in 
the Houses and fight individually, because they have no support. 

But I am very much concerned about this situation, because, ob- 
viously, a depreciation of not too great a duration would cause the 
absolute extinction of a large portion of these 2,700,000 listed busi- 
nesses that Dun & Bradstreet report at this time. 

That concludes what I have to say. Thank you. 

Senator Benton. First, Mr. Baker, let me assure you that, com- 
pared with some of the language I hear from my business constituents 
in Connecticut, I do not regard your statement as in any way explo- 
sive. Indeed, I express the : appreciation of our committee to you. If 
I didn’t share your deep alarm, I would not at this time, when I have 
many problems of my own, including a race for reelection in Con- 
necticut, I would not have made the 3,000-mile trip across the country 
in order to be here for the hearings today. 


STATEMENT OF C. B. HARDINGHAUS, TUBING APPLIANCE CO., 
INC., LOS ANGELES, CALIF. 


Senator Benton. Tell us of your company and identify yourself, 
please. 

Mr. Harpineuavs. I am C. B. Hardinghaus, with Tubing Appli- 
ance Co., manufacturing hand tools. 

Most of what I intended to say has certainly already been said. 

Senator Benton. Are vou the owner of the samen 

Mr. Harpinauavs. No, sir; I am an officer 
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Senator Benron. What do you manufacture? 

Mr. Harpineuaus. Hand tools. We are a new company, just 
organized in 1947. I think some of the points that have been brought 
out today, I will merely concur in and keep my statements to a limit. 

Mr. Baker here just mentioned one point I think is particularly 
discerning and that is this ability for the small company to have 
reserves to carry them over when a period comes along when they 
have a slump in their business. 

Possibly one solution to that—to get specific as to tax changes— 
might be again to extend your carry-back provisions of the current 
tax law. 

Senator Benton. I think they should be extended; I agree with 
you. I think that is a constructive suggestion. 

Mr. Harpineuaus. I think, for the moment, that the 5-year 
carry-over may not be worth much, because if they have one bad 
year they may not be in business for the next 5 years, to take advantage 
of it. 

Senator Brn'ron. That is exactly the kind of suggestion that I 
think is not only constructive, but possible and equitable. And I 
believe your suggestion ought to be examined. Indeed, it is now being 
examined by the staff of the Small Business Committee and by the 
Small Business Committee itself. 

Mr. Harpinenavs. I think one of the other suggestions made today, 
that possibly the increasing of your surtax and excess profits credit 
exemptions would be helpful to the small business. I think it would 
be equitable, for all businesses, but particularly to the advantage of 
the small business. 

[ think in our tax structure today, with each year, as each year 
passes, the businessman, being allowed to keep less and less of his 
profits after taxes, is being—I won’t say robbed, but his last available 
source of financing is being taken away from him. 

I would like to illustrate in our particular case. Last vear we had 
a terrific expansion that required obtaining new equipment, new 
buildings, new properties. We have not been able to retain enough 
profits to finance and were required to go out and attempt to borrow. 
A small business has a tough time borrowing. To be quite specific, 
we borrowed on equipment some $20,000, and certainly not at favor- 
able rates. We paid 6 percent interest and paid 3% percent financing 
charge, equivalent to 9 percent a year. 

On our building, we are mortgaged $60,000 on that. The only 
reason we were able to borrow those funds was because the builder 
was willing to finance the purchase. I am quite sure we paid a pre- 
mium price for our building, in order to accomplish that very thing. 

Senator Benton. That sounds probable. 

Mr. Harprncuaus. I think that the incentive for new business is, 
if it hasn’t at least shown it is, is very definitely being quite limited. 
And I think that small business should be encouraged rather than 
discouraged. I think that is necessary for our immediate objectives. 

Senator Benton. This committee feels that way. That is the 
reason for these hearings. 

Mr. Harprneuaus. | think one thing that is certainly a long-range 
point of view is that it is absolutely essential for us in the United 
States to keep this new blood coming into industry and keep our 
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businesses growing and get new businesses in, so that we can maintain 
our vitality and leadership in the world of industry. 

That is about all I have to say. 

Senator Benton. I am grateful to you for your statement, Mr. 
Hardinghaus, and for the depth of feeling and sincerity with which 
you give it. 

I like to see young men like you in their own businesses. One of 
the most successful articles I ever wrote was for the Reader’s Digest, 
some 7 or 8 years ago. It was called, “Young Man, Be Your Own 
Boss.” ‘There is more to this question than economics. As I listened 
to you, I know you understand this. I mention this article to show 
that I share the feeling with you. 

Mr. Srutrs. One question. This committee has asked many wit- 
nesses this question: Do you feel that, assuming a constant level of 
Federal income from taxes upon corporations, that it would help 
small, young and growing concerns to have a flat rate perhaps; instead 
of 52, to put it up to 54 or some higher percent, without the surtax of 
excess profits? Would that put you in a more favorable position to 
get equity capital, for example? 

Mr. Harpincuavs. That could. That would depend on the situa- 
tion. A lot would depend on how small your business is. A flat rate 
that high might work a disadvantage on some companies. 

In our particular case, it might be interesting to mention that last 
year that wouldn’t have helped us. Last year, while we borrowed 
$20,000 on equipment and $60,000 on building, we set up a reserve for 
taxes of $95,000, because we are paying the maximum rate. That 
might help under certain conditions. 

Senator Benron. That requires quite a good deal of discussion. 
Thank you very much, Mr. Hardinghaus. 

Mr. Harprnenavus. Thank you. 


GLENN E. MALLORY, SECRETARY-TREASURER OF AMERICAN 
LATEX PRODUCTS CO., HAWTHORNE, CALIF. 


Senator Benton. Please state your name and the company you 
are with. 

Mr. Mauuory. My name is Glenn E. Mallory. I am the secretary- 
treasurer of American Latex Products Co., a California corporation, 
chartered in June 1946. 

We operate on a fiscal-year basis, July 1 through June 30. This 
June coming up is the end of our sixth year. Typical of all the 
gentlemen preceding me, ours is the same type of story and it won’t 
take long to tell you about it. 

I haven’t a prepared statement. We started small. We were first 
a proprietorship. My hat is off to people starting that way. We 
know their problems regarding tax problems, and it was to our advan- 
tage to incorporate, which we did in June 1946. I definitely think 
you should investigate that possibility. We probably should investi- 
rate the possibility of going back to a proprietorship. There are a 
ot of good thoughts about that. 

Senator Benton. Yes, I know. 

Mr. Matuory. However, we started with about six people. We 
had a total current net worth of approximately $30,000. We got 
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that the hard way. We have grown to approximately 15 times that 
original size in 5 years’ time. 

We created a new field, a new industry, which is definitely something 
worth while. We are the only one on the west coast with a factory 
manufacturing a product such as we produce. 

We have branch offices. One in San Francisco, Portland, and 
Seattle. We formerly had one in Philadelphia, Denver, and Chicago; 
we had to close those offices. 

What is hurting us specifically is the fact we are a growth company, 
being in existence 5 years. We are spotting large companies up to 15 
percent in taxes, only because we were not in business prior to Jan- 
uary 1, 1946. We have approximately 135 employees. Because we 
are spotting the large companies in existence prior to January 1, 1946, 
we cannot afford to grow, to invest in our own company. 

For some of us, as I believe Senator Benton well recalls, and | 
think Senator Hendrickson repeated in one of his speeches in Congress 
in August 1951, perhaps where we made the mistake was instead of 
soldiering i in World War IT, which I was in, we should have been incor- 
porating prior to January 1, 1946. U nfortunately, we didn’t have that 
opportunity. We are not kicking about that opportunity today. 

We are not saying the other pe cople had more privileges than we. 
But we are saying we would like an opportunity to have at least an 
equal opportunity. ‘That is what we are fighting for. That is what 
we want. 

I would like to go on record as stating that our company is a member 
of the Young American Business Conference, and worked hard for it 
last year, because we believed in the principles the Conference repre- 
sented. 

[ realize that you people on the Senate Committees on Finance and 
Small Business have a tremendous job before you. Take my particu- 
lar case and try to write tax laws to satisfy us and you can’t do it and 
satisfy everyone else. 

As you are doing it now, with all these people here, you are getting 
first-hand information, getting all the people together as a whole. I 
do believe tax laws can be written to help most of the people. 

[ am very proud of our company. We have made rapid strides. 
We want to continue to grow, but we cannot continue to do so if Con- 
gress persists in writing tax laws that put us out of business. I do not 
believe that is their intent, but if it is not their intent, then please 
correct the inadequacies in existing tax laws. 

Regarding the officers in our company, we have many employees 
taking home more take-home pay with them than we draw. We 
put it back in, reinvest it in the business, so that it has a chance to 
expand. Under present tax laws, it is a mistake to invest in one’s 
business. 

Take 2 years, 1949 through 1951. We had sales in 1949 of a littl 
in excess Of a million dollars, a million-one-hundred-thirty-some thou- 
sand. In 1951, fiscal year, $2,330,000; a healthy increase. 

Our increases in 1941, Federal taxes, twenty-thousand-some-odd 
dollars. In 1951, $150,000, almost eight times the original me. 
Although our sales show a healthy increase over our past fiscal yes 
our working capital has diminished to a point that is not a healthy one 
for the volume of business we are doing. Reinvestment in our busi- 
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ness was necessary to grow and increase sales volume, but tax laws 
now say that it was unwise to grow. We have always thought it was 
the American way of life and business to encourage growth. Con- 
gress evidently believes differently, and puts such a burden, tax-wise, 
on a growing company that expansion will become a thing of the past. 

When it comes right down to the basic principle, I would like some- 
one to explain to me—it is my unfortunate job and it is a job which I 
accept; it is a definite challenge, and we all feel that way about it. 
But I would like to have someone explain to me how you can continue 
to grow as we did—I can give you a lot of facts and figures, but we 
made the unmistakable error, supposedly, by investing all that surplus 
money and earnings into fixed assets, creating new jobs, building 
security for more people. 

Our fixed assets, for example, in 1949, were $61,000. In 1951, 
$456,000. That is a tremendous increase. 

We created jobs from 6 people in 1946 to about 135 to some time in 
1950. That is admirable. It creates stability. It is good employ- 
ment. It is good for the community and the State and country as a 
whole. 

We are, of course, a little larger than some of you other people, 
but still small in regard to over-all business. We contact bankers and 
we have contacted the RFC and stock attorneys. The banks will 
loan you up to a certain amount. They say, “Well, we are extremely 
proud of you boys. You are doing a fine job and the management, 
we think, is perfect. You work hard at it. You have only been in 
business 5 or 6 years, but we think we have gone the limit with you. 
What more can we do?” 

Have vou ever been out in the ocean swimming and a man is 
drowning out there about 400 yards off the beach? He is drowning. 
He has gone down twice. So you throw him a life preserver about 2 
weeks later. It is going to do him a lot of good; isn’t it? 

So far as the tangible things, I think, that can be done to help us, 
the Senator has mentioned several times, and it is a particular point of 
interest to. me, because I always advocated that it doesn’t cost the 
Government a dime and they would have made money on it, and 
that is, the amortization, or depreciation of machinery. We have 
enough fixed assets; that is quite an important point. 

Let the businessman set his own depreciation rates. As soon as 
that depreciation is used up the Government is going to get it back in 
taxes that much sooner. If they had done that after World War I 
the revenue they need now—the companies would have been paying 
it. I think it should be emphasized again and again and again. 

Senator, I appreciate it very much, if every effort could be made 
on that. We started small, but we want to get as big as our com- 
petitors, at least the chance. I believe it a privilege we are entitled to. 
Free enterprise is vital and necessary to our way of life. Do not 
destroy it. eel 

We need working capital and we can’t get it by paying it out in 
taxes. Perhaps for the first 5 years there might be some lay-away 
plan, or it might be for 4 years or maybe 6 years. _ 

We are in the top-income bracket. We are paying a considerable 
amount in excess of 60 percent. 


I never saw a fireman in my life go up'to the third floor in a building 
and start with the top rung; he started with the bottom rung. Unless 
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a business is going and bought up by a larger company, all of us had 
to start at the bottom and the first 2 or 3 years were trial years of 
experience. They put the clause of 1946 through 1949 as your base 
tax period. In 1950 and 1951 you do better and you make a profit, 
so immediately taxes will get the entire amount you made the profit 
on; it is quite interesting. All you gentlemen are familiar with that. 

don’t believe I have made a single solitary statement you don’t 
already know. 

Senator Benton. You are a very persuasive witness, Mr. Mallory. 
With such persuasiveness and with a name like that, if you were in 
Connecticut I would expect you to be a Democrat. 

Mr. Mautuory. I won’t commit myself. 

Senator Brenron. I congratulate you on your statement. It is 
hard for me to believe that you would be in business with fellows 
unless they were extraordinarily able. 

Mr. Mauuory. They are, sir. 

Senator Benron. You have made remarkable progress with your 
company, and I congratulate you. 

Today you have put your finger on some of the gravest problems of 
concern to the Senate Small Business Committee. 

Each one of these case stories, as they come before us in these 
hearings, helps illuminate the gravity of this tax problem and its 
impact on the development of competitive independent business. 

I agree with your approach to business. If I were a young man, 
starting a business, I would pick a field in which there were big corpo- 
rations and delibe rately go after them, as you have. That is what 
Mr. Joyce did. That is where the opportunity is. Ideally a young 
man picks a field with minimum capital requirements, though often 
your foresight isn’t good on that subject when you start. 

Mr. Mauuiory. Senator, just don’t make it necessary that we have 
to accept the offer of the large company, as to a merger. They can 
absorb us tax-wise. 

Senator Benton. Your story typifies a very grave danger, not only 
to you and your partners, for you may do well out of it, but to the 
entire American people. Thank you. 

Senator Benton. Mr. Close, you telephoned and asked to appear 
You are not on the list worked out with the chamber of comme ree. 
Do you suppose you can get through your testimony in 10 minutes’ 

Mr. Cuose. Yes. 

Senator Benton. Mr. Close will be the last witness of the morning. 
We will then adjourn for 1 hour. 


R. T. CLOSE, SMART & FINAL CO., GLENDALE, CALIF. 


Mr. Cross. R. T. Close. Smart & Final Co., wholesale grocers, 
operating 6 service houses, 83 cash-and-carries, traveling 70 salesmen, 
and doing a business of approximately $45,000,000 a year, with some 
11,000 store accounts in a part of Arizona, Nevada, and southern 
California. If we eliminate a thousand—and that is more than there 
are in Arizona and Nevada-—we will have 10,000 small dealers for 
California. 

I am speaking for the small independent grocer, whom we call the 
pa-and-ma type of store, whose survival almost depends upon us and 
one other wholesale grocer, having traveling salesmen. The rest are 
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assembled within groups, either of chain, national, or independent or 
belong to some type of cooperative. 

The largest wholesale grocery co-op in the United States is the 
Certified of Los Angeles, which does approximately $125,000,000-a- 
year business. This is only speaking of dry groceries and not of pro- 
duce, meats, or dairy. 

They have some 1,500 stores in their membership and boasted some 
years ago of a cost of doing business of 2.45 percent, which is the 
lowest known in most any industry. They charge, under their bylaws, 
a markup of 5 percent, of which the cash discount may be 1 or 2. 
Then they give back what is termed a “patronage dividend,” a kick- 
back, which varies, whether it is on a drop shipment or frozen foods or 
the average of their dry groceries. And it is in the income tax pro- 
tection of their business that the chief difference lies between their 
operation and ours. 

Concerning the Patman Act in December of 1937, Mr. Patman 
wrote for Barrons National Finance Weekly that he regretted he had 
not set up a functional differential, that a jobber should receive some 
recognition for the distribution, the sales service, credit advance, 
purchasing, and all the other services which a wholesaler must give 
to his customers. 

So many of the cooperative members began small, as these gentle- 
men who have preceded me, and when they grew large enough to 
put up 2 weeks’ average purchases in advance and pay “for them the 
next Monday morning, to chip in for this and for that, to advertise 
in the newspaper the wares that were offered to them, to profit by 
the difference between national and local-lineage rates, by having 
their advertising and salesmen’s calls paid for by the supplier, they 
are at a very distinct advantage. 

In this community there are some 454 square miles of Los Angeles, 
and we have a peculiar problem in a lack of public transportation, 
The “pa and ma” type of independent neighborhood grocery is very 
necessary, especially with our 15-cent streetcar fare and the dearth 
of parking in the city. Similarly, in various other places where you 
could have formerly started a grocery store for a few thousand 
dollars, the supermarket building now costs $250,000 with $150,000 
more for fixtures and perhaps $250,000 for stock. This investment is 
shared in by the landlord, who erects the building and installs the 
fixtures. The tenant may pay a percentage on his volume of busi- 
ness, with a minimum rental, and he may not own any of the fixtures, 
except his electric light bulbs. Some depend on selling the goods 
this week and paying for them next week. 

The food business is a tremendous industry. It is necessary for us 
(such as we and Haas Baruch Co.) the only two old-line jobbers re- 
maining, to supply the small independent, with fancy specialty stuff 
on which there should be an extra profit and with the sugar at 2 per- 
cent margin, the cigarettes at 3, the soaps at 4, the staple groceries 
at 5, to keep them competitive with the large supermarkets. 

That is the struggle in which we are handicapped, with ball and 
chain, or any other kind of handicapping you can think of, in our 
having to pay a base of 52-percent tax on our profit, while the co- 
operatives are free of any income (profit) tax. 

You can say the co-op would not make any profit if he were to charge 
prices which showed him no margin, but he must charge enough to 
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insure against possible price declines in the market for that year. 
Paying out all their profit, they have no cushion left, and they have 
been running through such an inflation period beginning with the 
early 30’s which covers their entire growth, that they have never had, 
except for 1937, any recession which caused them to need a reserve 
of earnings set up to absorb price declines. 

We must build up a reserve and we must have that cushion. We 
can’t sell tomorrow something which cost us more today, if the 
market goes down. The United States Rubber Co. sold five six-ply 
tires at the price of four one day this week. That is a difference of 
$6 between $20 for a four-ply and $26 for one six-ply tire. The 
same week the Boss Manufacturing Co., a large manufacturer of 
work gloves, cut prices on 50 of their best numbers approximately 
25 percent to reduce inventory. 

Those are indications of a softness of market and overstocking of 
important lines, out of which they must get money to buy cheaper 
cotton. As the market will decline in the future, they will sell at 
36 cents against a current price of 42 per pound for raw staple. 

Those are just indications we may run into in a soft market. Our 
main problem depends on taxation. If you will remember when 
Sears, Roebuck and Montgomery Ward were climbing as catalog 
houses, until they threatened extinction of the country store, the 
Illinois Legislature passed a minimum wage labor law and raised i 
to $16 per week. The catalog houses then swung over to retail stores, 
and now they have a thousand scattered throughout the country, 
decentralized, and the major portion of their profit comes from their 
retail store operations. 

There isn’t anything I can ask you gentlemen to do for us, except 
to tax the merchandising cooperatives on the same equal basis for 
the same opportunity. Charge them the same income tax rates for 
carrying on a business as you do their competitors. 

Senator Benton. We have had this same viewpoint urged upon us 
in previous testimony in Newark. 

Mr. Cross. That isn’t anything I know of. These small business 
people whom we serve are necessary. We consider we are not doing 
a specialty service, but a public service, or we would go into the 
specialty lines and not handle the staples, but we don’t know where 
the ‘pa and ma type”’ of stores would get their staple food stuffs, if 
we and Haas-Baruch’s did not supply them. 

Senator Benton. Thank vou. My recollection of my young man- 
hood 20 years ago, when I used to come to Los Angeles so often, is 
that the supermarket developed in Los Angeles and spread from here 
all over the United States. Many new types of retailing and mer- 
chandising have come out of southern California. 

I once made the estimate that I thought about half of the new 
ideas in the field of merchandising in my lifetime, as a businessman, 
had come out of the Southwest. [I may have put this a little high, 
but, at any rate, this shows that I have found that this particular 
community is alwaysonthe move. Yes, I fear there is more enterprise 
on 1 mile of Wilshire Boulevard than on 20 miles of Broadway 

Thank you for your statement, Mr. Close. We will adjourn for 
] hour. 

(Whereupon a recess was taken from 1 to 2 p. m.) 
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AFTERNOON SESSION 


Senator Benton. Shall we come to order? We have eight witnesses 
scheduled for this afternoon, four of them in the first hour and four 
inthe second. For the first hour we have Mr. Holnback, Mr. Robbins, 
Mr. Sidenfaden, and Mr. Sebrell. 

I hope each witness will try to take no more than 15 minutes. We 
have had a wealth of extraordinarily good presentations today, due to 
the assistance and leadership of the Los Angeles Chamber of Commerce. 
If those witnesses who are here this afternoon, who missed the testi- 
mony of this morning, had been here they would know that we have 
covered a great deal of ground. 

If any of the witnesses have prepared statements, we shall insert 
them in full in the printed record of the hearings. In some cases 
perhaps, the witness may wish to give us a summary or the highlights, 
in order to prompt questions from the committee. 

Is Mr. Holnback here? 

Mr. Hounsack. Yes. 


PETER C. HOLNBACK II, SEABOARD COIL SPRING CORP., LOS 
ANGELES, CALIF. 


Senator Benton. Will you step forward and identify yourself and 
tell us briefly about your company and what you make? 

Mr. Hotnpack. My name is Peter C. Holnback, 11. Iam secretary- 
treasurer of the Seaboard Coil Spring Corp. 

We are manufacturers of mechanical precision springs; not bed 
springs or cushion springs. Our company has been in business for 
approximately 16 vears and in that length of time, beginning with a 


capitalization of $10,000, with my father and brother and two other 
men starting the business—I myself was in high school at that time— 
we have brought the business to a point where it has reached a value 
less than that of Mr. Truman’s bomb shelter in the White House; 
roughly, a little over $800,000 is our insured valuation. 

Senator Benton. With no new capital? 

Mr. Hoitnrack. Just plowing it back, sir. 

Senator Benton. That is a remarkable record. 

Mr. Hotnpack. We won the Army-Navy E during the last war. 
That was a war, as you recall, and not a police action like the one we 
have now. 

Senator Benton. How many stockholders do you have? 

Mr. Hotnpack. My brother, my father, and myself are the sole 
owners of the corporation; we own all the stock. 

Senator Benton. I have spoken this morning of my own interest in 
the importance of family businesses. They are, in my opinion, good 
for our economy and important to the future of the economy. It is 
one of the unhappiest facets of the American economy, so far as I am 
concerned, that we have fewer family businesses over the last decade 
and it now looks as if we are going to have fewer proportionately as 
we look ahead. 

Mr. Hotnsack. That is right. My brother suffers from the occu- 
pational disease of businessmen—he just had an ulcer removed and is 
unable to be here. JI am pinch hitting. 
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This business of the first $25,000 being taxed at 30 percent, which 
used to be 25 percent, I think possibly if that amount were increased 
to $100,000, to be taxed at 30 percent, it would help small business 
without penalizing big business. I don’t want to ask, as an American 
citizen, that somebody else be penalized so that I may be given some- 
thing. I resent that. That has been happening entirely too much. 
One group in this country has been played against another, because 
somebody has been in the middle saying all the time, “‘ Your interests 
are not the same as this person’s interests.’”” The people who work in 
our shop have exactly the same interest that the ownership of our 
business has. 

If it is anything I am working for, it is to convince the people in 
our shop that our interests are the same. We have an open shop, and 
a very happy shop, | think. We try to take care of our people. 

The excess-profits tax has hit us pretty hard. Like some of the 
other men have told you, for instance—and I say this is unfair—if we 
had sold our business last year for, say, $800,000 (we paid $47,000 in 
excess-profits tax last year)—isn’t that about 5 percent on the invest- 
ment? So if the bigger company had bought us, just because they 
were bigger than we are with a better, or exc ess-profits tax base, they 
get a 5-percent return on their money we can’t keep, even if they 
bought us and retained us at the same management, which they prob- 
ably would do. That is a point I don’t think is quite fair. 

This section 102, I don’t know how all these gentlemen got by with- 
out paying any dividends. We have paid what we called token 
dividends. We wanted to put it back into the business, but we were 
afraid to do it because we were subject to penalty. 

Senator Brenton. | sympathize with you on that problem. I 
have faced it myself. That dilemma has come up again and again 
in our 3 days of testimony. 

One thing is clear, and that is the great need for clarification of 
section 102 applied to small business. 

Mr. Houtnpack. The damage has been done on 102, so far as my 
company is concerned. 

Senator Brenton. If you declared only token dividends, you 
weren’t hurt any, were you, except for the lawyer’s fees? 

Mr. Hounpack. It hasn’t been brought out too much, but in regard 
to accounting, we are not smart enough to do our own accounting any 
more. We have to have a national accounting firm. They have 
offices in Washington. We can’t run back to Washington; I can’t 
leave my business and run back to Washington. When I do, my 
desk is that high [indicating] when I get back. 

The many rules and regulations under which we operate mean that 
when we want to put in profit-sharing plan, as we have under consid- 
eration now, we have to hire a specialist in that field in Los Angeles. 
They help us do that. 

When we want to do our accounting, it is Ernst & Ernst. When we 
want to grant a wage increase to our employees, again we have to go 
to a specialist who is devoting his full time to the latest interpretations 
of wage stabilization. 

We sent in October of last year to Washington, D. C., a request for 
information on the Salary Stabilization Board. I don’t believ » any- 
body in the Los Angeles metropolitan area has ever received an 
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answer, other than to say, ‘“‘ Your message was received.” We have 
received no other answer. 

We have gone ahead and granted these increases because we are 
losing people. They were going other places where they could make 
better money. So we have gone ahead and done these things on our 
specialist’s advice. But we are subject to penalty if he is in error, as 
you well know. 

I am not going to burden you with figures. We have had them 
thrown around the room until they are bouncing off the walls. Here 
are a few, though. In 1949 our corporation did $807,000 worth of 
gross sales. The net profit before income tax was $137,000, approx- 
imately. 

The income tax in that year was $52,000. So that we cleared about 
$85,000; that was our net profit. 

In 1950 our gross sales were $1,397,000. Our net profit before 
income tax was $391,670.61. Our income tax was $209,442.21, and 
we kept $182,228.40. Therefore, Uncle Sam was just a 50 percent 
partner with us. 

In 1951 we increased our gross sales again, which was a bad thing 
to do, in our situation. We did $1,583 000 worth of business; gross 
sales again. Our profit before income tax was $: 341,000. Our income 
tax was $231,000. Our net profit, after income taxes, was $109,000. 
So Uncle Sam is now two-thirds partner with us in our business. 

Senator Benton. That, of course is a phenomenon of the whole 
American business economy as the figures demonstrate which I 
brought out in the opening of our hearings this morning. 

Mr. Hotnpack. That is right. 

Senator Benton. The Government’s take will run about $7 out of 
each $10 this year. 

Mr. Hotnpack. Do you have any textile business in Connecticut? 

Senator Benton. We have textile business left in Connecticut. 

Mr. Hotnpack. That is what I wondered, because my father-in-law 
employs a thousand people. He is laying them off this week. That is 
in New Jersey. 

Senator Brenton. The problems in New Jersey and Connecticut ° 
have been much the same, as the textile industry has tended to move 
south. I think we now have about 20,000 workers employed in 
textile factories in Connecticut. It hasn’t been the taxes primarily 
that have caused them to move south in the textile industry, though 
we have lost plants in Connecticut which have been closed up in order 
to get the Treasury to admit the machinery was obsolete so that it 
would be amortized. 

Mr. Hotnsack. The only reason I mentioned that is that that is 
an indication of one industry which is down severely. Our margin 
of profit dropped 10 percent last year. Our margin of profit dropped 
that much. Weare now ina highly competitive field, in our particular 
business here in Los Angeles. Excess-profit taxes are not going to be 
a problem to us this vear. 

The problem we are faced with now and the point I would like to 
get across to you gentlemen is the fact that we don’t have a cash 
reserve. We have $200,000 in the bank, in these Government bonds 
you buy, tax bonds, to pay your taxes. As we make the money we 
buy the bonds and put them in the bank, because, frankly, we haven’t 
got guts enough to do as the other men, to plow it back into the business 
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and hope to get it back in time to pay tax installments. We have had 
the experience before of our business stopping like you cut it off with a 
meat cleaver. 

Senator Benton. Your business is a more volatile business, would 
you say, than a latex- or citrus-machinery business? 

Mr. Houtnsack. No, sir. 

Senator Benton. You don’t think so? 

Mr. Hotnsack. No, because we make springs for the aircraft 
industry, mechanical spring s for thousands of uses. Every time you 
push a light switch it is a mechanical spring that makes the thing come 
back. They are like ball bearings; they are in everything. 

Still our volume has just dropped tremendously, from time to time. 
The problem we are faced with is that we haven’t been able to retain 
enough of our profits. We are going to be in the same position my 
father-in-law is in; when business goes bad, you haven’t been able to 
keep enough capital in the business, in a stand- by capacity, to draw 
on it, to keep your people on the payroll. 

Senator Benton. I appreciate that problem very well. 

Mr. Houtnpack. There is one point here that vou have stressed 
time after time, and that is that there is not much you can do for us 
now. 

Are we so bankrupt of leadership in this Nation that we have to 
have an outsider like Joe Stalin call every move that this Nation 
makes? 

The reason for the present tax structure is the fact that nobody 
has found the solution to the international problem. Maybe we had 
better get somebody in Washington who can solve it. The present 
tax burden is playing right into Joe Stalin’s hands. 

Senator Benton. Nobody has come up with a very good idea as 
yet on how to handle Mr. Stalin—— 

Mr. Houtnpack. We have tried. I served 4 years in the last war. 

Senator Benton. If I had a family business, owned by three mem- 
bers of the family, with $80.,000, I would treasure carefully the work- 
ing capital. {would be more cautious than if I were one of four young 
men on the make, trying to get going. 

We appreciate your testimony, Mr. Holnback. I congratulate your 
father and brother and you on the record of your business. I hope 
you can stay and listen to the balance of the testimony this afternoon. 


F. J. ROBBINS, PRESIDENT, SIERRA DRAWN STEEL CORP., LOS 
ANGELES, CALIF. 


Senator Benton. Will you please state your name and identify 
your company? 

Mr. Rogpsins. My name is F. J. Robbins. I have prepared here a 
statement of four pages which, if you will permit me to read, I think 
will cover the situation adequately and probably with less time 
consumed. 

Senator Benton. All right. If there is anything you can high- 
light, fine. We will print your full statement in the record just as if 
you had read it. 

Mr. Rossins. I am president of the Sierra Drawn Steel Corp. at 
Los Angeles. This corporation was formed in March 1946, actually 
beginning production operations April 1947, which is subsequent to 
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the period in which a growth corporation is entitled to special benefits 
under the excess-profits tax law. We manufacture cold-finished bar 
steel, which is used in practically every major industry in the United 
States. Due to the nature of the business, we are required to carry 
a substantial raw-material inventory, a large portion of which is manu- 
factured in the Middle West because of production limitations on the 
west coast. We are the only independently owned and operated cold- 
finishing bar-steel mill west of Chicago. 

Again, due to the nature of the business, a longer time is required 
for this type of business to begin to participate actively in the market. 
In other words, the inception and growth period in this particular 
business is of longer duration than in many other types of businesses 
where profits begin to be realized a short time after origin. During 
the first 5 years, roughly, the corporation was unable to show any 
profitable operations, during which time the stockholders received no 
return whatsoever on their investment and during which time no 
money was available for reinvestment in the business. During that 
period no additional moneys were available from any source because 
of such condition. 

We had no more than been able to accomplish a reasonable market 
participation and to build the business to a point where it could be 
profitable than we were faced with excess-profits-tax problems now 
under discussion. 

Senator Benton. Roughly, what is your volume? 

Mr. Rogrsins. About $2) million a year. 

Senator Benton. Is yours a family-owned corporation? 

Mr. Rossins. Not family. The majority of the business is owned 
by five stockholders, and there are some 20 others. 

Senator Benton. I see. 

Mr. Rorrins. After the formative period of 5 years, we now have 
had about 2 years of profitable operations and are now faced with a 
tax burden amounting to 65-cents-plus out of every profit dollar, 
leaving slightly less than 35 cents to be used for additional investment 
in the business, for additional working capital in view of inflation, for 
the increased inventory necessary to cover the increased volume, and 
to meet obligations to our stockholders. 

This figure of slightly less than 35 cents out of every profit dollar 
represents actually 3 cents out of every sales dollar. It is needless 
to point out that this is entirely inadequate to meet the needs of a 
growing corporation. 

I realize this is probably some reiteration of what you have heard 
frequently before. 

Senator Benton. Yes; we have any number of case studies of 
this kind. If one thing has been brought out overwhelmingly in these 
hearings, it is the gross and grave injustice of the way the tax laws 
have operated against the new businesses founded after the war. 
Problems have been presented to us which I’m sure were not even 
thought about by the tax committees. 

Mr. Rorrins. And after 1946 they were such as to prevent, almost 
entirely, their continued growth. 

Senator Benron. We have a case study that was presented the 
first day of the hearings in my home town of Bridgeport. The com- 
pany is the Republic Foil Co. of Danbury, with $900,000 invested 
capital. The company went 3 years, just as you have, in the red. At 
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the end of the fifth year’s operation, on its $900,000 capital its total 
earnings were only $71,000 after taxes, even though it had earned an 
operating profit of a half million or more in its fourth and fifth years. 
This is a very gross injustice; there is no doubt about it. 

Mr. Dougias, the president of that successful small manufacturing 
concern in Danbury, had the enterprise to come down to see Senators 
MeMahon and me last vear, and we introduced him to Senator George 
and other members of the Finance Committee. 

We secured a special provision in the law under which he is getting 
a $51,000 refund. 

Will vou explain that change in the law, Dr. Dockeray? The law 
was amended to alleviate the tax problem for 4,000 or more new firms 
in the United States. 

Dr. Dockrray. That is, the ones that started after January 1, 1946? 

Senator Benton. Yes; firms founded after January 1, 1946 

Mr. Ropnins. We were able to take advantage of that provision. 

Senator Benton. You knew that amendment came in only at the 
last minute in the tax laws last year? It only passed because a couple 
of fellows showed up in Washington, presenting to the Congress the 
kind of problem you are presenting here. Otherwise, the machinery 
would have rolled right on and the Finance Committee wouldn’t have 
thought of these 4,000 firms. 

Mr. Rornins. We tried to help in that connection. 

Dr. Dockxrray. Last year would have been your fifth year? 

Mr. Ropsins. Yes. 

Dr. Dockeray. That ought to have given vou a rate of 56 percent. 

Mr. Rosrins. Fifty-two, I think. 

Dr. Dockxeray. Didn’t you say you were paying up to 65° 

Mr. Rosrins. Sixty-five percent; yes. It is just about 65-35, 

Senator Benton. Please continue. But I know vou will be inter- 


ested in the testimony of the first day, and we shall send it to you when 
it is printed. 


Mr. Rornrns. I shall appreciate it. 

Senator Benton. When this record is printed up, copies shall be 
sent to all the witnesses who have testified before the committee. 

Mr. Rosgins. We realize that this situation exists all over the 
United States but feel it only proper to point out that the situation 
in the West, where there has been a tremendous population expansion 
in the decade, makes the problem an even more serious one. 

The normal market area for our corporation is the three Pacific 
Coast States—California, Oregon, and Washington. The 1950 pop- 
ulation for these three States was in excess of 14,000,000. The 1951 
growth was 5 percent for California, 4 percent for Oregon, and 3.7 
percent for Washington. 

Statistics are available to show that each human being requires 
approximately 700 pounds of steel per year for his normal living 
requirements. Of this figure, the national average indicates that 
cold-finished steel represents approximately 2.9 percent of the total. 
This means that, for each individual living in this area or coming here 
in the future, approximately 21 pounds of cold-finished bar steel is 
consumed annually. Thus, we are faced with a continually growing 
market without having available to us the means for sufficient in- 
vestment in the business to meet the requirements of that market 





210 TAX PROBLEMS OF SMALL BUSINESS 


and to establish ourselves in the area and enable us to compete with 
older established firms elsewhere. 

The comment may be made that in such a rapidly expanding 
market the problem of growing to meet that market should be an 
easier one. Such is not, however, the case in this type of business 
where extremely heavy equipment—manufactured only in the 
eastern part of the country—is available, and where raw-material 
sources of supply are necessarily limited due to the lack of technical 
experience and development within the area itself. 

Further, it should be pointed out that the inflationary tendency 
of our present economy presents some unusual problems to a business 
such as ours. Even normal growth is an extremely expensive thing 
under present conditions whev inflation has caused such a tremendous 
increase in the number of dollars required for new equipment, par- 
ticularly in the heavy-goods industry. We are presently faced with 
another increase in the cost of doing business in the steel industry, in 
view of the present labor negotiations, with which we are all familiar. 
As inflation occurs and w ages rise and prices go up, the cost of doing 
business causes an increase in the amount of working capital necessary, 
inflates the dollar value of our inventory, inflates the dollar value of 
our accounts receivable, and these dollars must come from somewhere. 
Last September additional freight charges to the cost of transportation 
on our raw material coming from the East had to be absorbed and 
represent additional need for more operating capital, and all of this 
at a time when we were unable to retain enough of our profits for a 
normal situation, not to speak of such an abnormal one. 

We give you this, not at all in the interest of sectionalism, but only 
to point out the extreme seriousness of our problem. We recognize 
this problem exists with young and growing corporations all over the 
United States. The law, as it is presently written, has placed a burden 
upon those formed after January 1, 1946, to a degree far beyond 
what they should be expected to bear or would be expected to bear 
under normal conditions. It gives no consideration whatever to the 
special problems of such growth corporations and, in fact, handicaps 
them, due to the time when they were actually originated. It has the 
effect of saying that no business which was started after January 1, 
1946, will be permitted to grow or expand its productive capacity 
enough to hold its place in its own earnings to expand and meet the 
demands of our opportunities. It does not allow us to retain enough 
of our earnings to maintain our position against older and larger 
competitors with more favorable excess-profits-tax treatment who 
have had the opportunity to establish more satisfactory earnings 
records. 

In our particular case it is not fair or equitable to assign all of the 
expanded operations to the Korean situation or the present emergency. 
For one reason, this area is not particularly important so far as pro- 
duction of items for ordnance material and comparable commodities, 
such as shells, fuzes, bombs, and so forth. 

It is impossible to estimate, in our case, the effect of the present 
emergency upon our over-all business, since our experience factor is 
limited and since the ordinary market has grown so tremendously. 
We do not actually know what the current normal market of this 
product is. 
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The tax laws, and especially the excess profits tax was set up essen- 
tially to obtain required revenue necessary for the present emergency, 
based upon the fact that those companies which gained the most from 
Government purchases should, in turn, be expected to return a large 
portion of this gain to aid in meeting the expense. In general, we 
feel that this is a worthy and necessary Objective. We feel, however 
that small and growing corporations bring into the picture a series 
of complexities and the highly unfavorable treatment given to the 
small, growing corporations are detrimental to the future growth and 
well-being of the country. We do not expect our children to assume 
full adult burdens until ‘they have become adults. The same factors 
apply to young and growing corporations. We cannot expect them, 
either, to assume their full tax responsibility until such time as they 
have achieved a reasonable corporate maturity. 

We would like to suggest that a more reasonable growth formula be 
developed to make allowance for the normal growth that such com- 
panies would have attained if there were no emergency. We would 
like to suggest technical improvements in the law which will more 
accurate ly reflect a company’s true normal earnings. We feel it is not 
enough to place a total tax ceiling of a given percentage on the earnings 
of any company during a standard time period, since all businesses do 
not follow a standard time formula. It may be possible to base 
normal growth upon population changes and fluctuations or it might be 
possible to develop an over-all national population growth formula 
which could technically be adapted to corporate growth. From this it 
might be possible to give relief to corporations such as ours that are 
being seriously handicapped and stifled at a time when they are only 
beginning to be important to the national industrial economy. 

Tama metallurgic engineer by profession, and not a tax man. 

Unfortunately, 7 personally am not sufficiently versed in tax 
matters technically to present to you any specific recommendations 
for relief of this situation. My inability to do so, however, does not 
obviate the effect that our company has felt as a result of this situation. 
I am, therefore, most earnest in recommending serious consideration 
of a remedy without being able to know specifically what that remedy 
actually is. 

Senator Benton. You face a very grave problem, and I congratulate 
vou on the temperate way vou present it. 

Mr. Douglas, whom I referred to previously, suggested that the 
sliding seale on the excess profits brackets should not commence in 
the first year of the corporation’s founding, but should commence the 
first year when the company goes into the excess profits. That 
would make a great difference in your case. 

I think there is a gre: it deal to commend this recommendation. 

Mr. Rossrns. That is particularly so, I think, here in this area— 
or in any area, such as perhaps Texas, where unusual population 
growths have occurred. 

Senator Benton. You should be rewarded for your smartness and 
astuteness in settling in a territory that is boom territory. 

Mr. Rossins. Or help to make it a boom territory, we would like 
to think. 

Senator Brenton. Thank you for your testimony. It is helpful, 
and a contribution to the committee. 

Mr. Roxssins. Thank you very much. 
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STATEMENT OF W. R. SIDENFADEN, SUBURBAN GAS SERVICE, 
UPLANDS, CALIF. 


Senator Benton. Mr. Sidenfaden, will you please come forward and 
identify yourself and your company? 

Mr. Stpenrapen. W. R. Sidenfaden. I am president of the Sub- 
urban Gas Service, Inc. 

Senator Benton. What product do you make? 

Mr. SrpENFADEN. We are possibly the first company you have 
heard of testifying in this respect. We distribute butane liquid 
petroleum gas. Has anyone appeared before you in that business? 

Senato Benton. No. Do you make it? 

Mr. SipENFADEN. No, we distribute it. 

Senator Benron. Are there companies like yours all over the 
United States? q 

Mr. StipenrapEN. Yes, there are. Very few of them have taken 4 
the opportunity to appear before you. 

Senator Benton. I have heard the name—— j 

Mr. StpeNFADEN. There is a very large company in the East. 3 

Senator Benton. Do I know of one in New Jersey? . 

Mr. SipENFADEN. Yes. We are very modest in relation to their 
company, Senator. 

Gentlemen, I am grateful for the opportunity of appearing before 
you at today’s hearing. It is the sincere conviction of our employees, 
our management, our directors, and our shareholders that our present 
corporate and excess profits tax burden is inequitable. We feel con- 4 
fident that its application to such young and heretofore growing com- 4 
panies as ours is beyond the intent held by Congress when the 1950 j 
and 1951 Excess Profits Tax Acts were enacted. We cherish the 
hope that our story will receive your careful consideration and, when 
added to hundreds of like circumstances brought to your attention 
during your current hearings, will impel you to recommend to your 
fellow legislators substantial retroactive relief provisions. 

Senator Benron. | wish I could hold hope for you that that might 
be done this year. But my judgment is that the significance of these 
hearings is not likely to be felt until next year. 

Mr. SiwenFaven. If the *y are retroactive, the help may come in 4 
time. 3 

Our company, Suburban Gas Service, Inc., is engaged in the distri- § 
bution of liquefied petroleum gas, commonly known as butane or 
propane, in 18 rural communities, principally in southern California. 7 
Our product is most commonly used for the same purposes as natural 
gas—cooking, water heating, house heating, and refrigeration—and 
we distribute the fuel in rural areas located beyond the reach of natural- 
gas mains. My associates and myself previously operated similar 
businesses as proprietorships. 

We became increasingly aware of our industry’s need for long-term 
investment capital which was not available to us under the proprietor- 
ship method of conducting our individual operations. Accordingly, 3 
on January 2, 1948, we formed Suburban Gas Service, with original 4 
assets of about $250,000, 2 marketing plants, 12 employees, and ap- 
proximately 2,000 customers. 

Senator Benton. How many have you merged altogether? 
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Mr. SrpENFADEN. We now have 18. We have merged 12, built 
4 encanta 

Senator Benron. I mean how many units did you bring together 
to form the present unit? 

Mr. SIDENFADEN. Just the two; just myself and the other associates. 

Senator Benton. There were three of you? 

Mr. SipENFADEN. That is right. In the next 3 years, our ability 
to raise investment capital for needed expansion, our methods of 
operation, concurrent with growing consumer acceptance of our new 
and improved facilities for serving LP gas fuel—all these attracted 
new outlets to our company. 

Through acquisitions and newly constructed facilities, Suburban 
Gas exhibited remarkable growth. By January 3, 1951, the date of 
the enactment of the retroactively applied, so-called excess profits 
tax law, our assets were $1,600,000, we had 90 employees, 17 mar- 
keting plants, and approximately 11,000 customers. 

Senator Benton. That is a fine record. 

Mr. SrIpENFADEN. Please bear in mind, gentlemen, that up to 
January 3, 1951, each new investment dollar, each newly constructed 
or acquired plant, each purchased asset, was carefully weighed in the 
light of past history, past profits, and the then current tax rates. 
True, we realized that Korean and other world-wide developments 
implied increased taxation, and we were aware of impending excess 
profits tax legislation. 

But on January 3, 1951, our present properties had been built or 
acquired, our commitments had been made, and our forecast had 
never been predicated on any unusual expansion or development 
arising out of defense efforts or rearmament activities. Certainly, 
our management and our directors must be excused from any failure 
to forecast an increase in our over-all tax rate from 38 percent to the 
69 percent which today prevails for our company. 

Now, let me briefly illustrate what today’s tax burden has done to 
Suburban’s fiscal position. First, bear in mind that our business is 
relatively stable in that, like utility companies, we can, with a high 
degree of accuracy, forecast our pretax earnings. We estimated in 
the fall of 1950 our company’s minimum pretax earnings at $300,000 
under mild winter heating conditions, and $450,000 under extreme 
winter weather. 

Senator Benton. I see winter seems to vary along with the tax laws. 

Mr. SipDENFADEN, Yes. 

Senator Benron. Thus you have another variable here, in addition 
to taxes. 

Mr. SipenrapEN. Accordingly, we felt conservative in having 
assumed fixed debt retirement obligations of $75,000 per year—we 
are a little frugal, but we like it—and we had adopted a conservative 
dividend policy sufficient to attract new equity capital whereby we 
retained a minimum of 50 percent of our earnings after the prevailing 
corporate taxes. 

Under the impact of this year’s cold winter, our pretax earnings will 
be in the neighborhood of $400,000. Our corporation’s normal and 
surtaxes will now be $210,000, our taxes on our so-called excess profits 
an additional $65,000; a total Federal income tax, gentlemen, of 
$275,000—69 percent of the earnings of a corporation, mind you, 
just 4 years old. 
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Out of our $400,000 remains $125,000 to meet debt retirement ob- 
ligations and dividends of approximately $135,000. In other words, 
we are simply unable to meet our debt and dividend needs out of 
corporate earnings. Under such circumstances, it must be perfectly 
clear to you that our company is, and will be at best, hard pressed 
to maintain its present facilities. Certainly no consideration can be 
nor is given to further growth under our crushing tax load. 

Now, despite this untenable fiscal position, we have a continuing 
obligation to serve the requirements of the growing areas in which 
our various plants are located. Every day, in every rural territory, 
new people desiring and deserving our service are seeking the facilities 
we provide for their day-to-day necessary conveniences. In Novem- 
ber 1951—I might paraphrase, unwisely—we indebted ourselves to 
the extent of an additional $200,000 in bonds to provide for these esti- 
mated needs through September 1952. 

Frankly, gentlemen, when these moneys are expended and the 
facilities purchased thereby are all in use, I[ sincerely feel that we 
have come to the end of the line. No energetic, dynamic, young 
management appreciates such a perspective, but there it is and we 
must be realistic about it. 

Now, you will be interested to know what progress we have made 
since January 3, 1951. What have we purchased, constructed, or 
acquired under the impact of the Revenue Acts of 1950 and 1951? 
Our latest balance sheet shows that our assets have grown $300,000, 
principally due to $200,000 of new debt re previously mentioned. 

We have 98 employees, an increase of 8; 18 marketing plants, an 
increase of only 1; 11,700 customers, an increase of 700. 

Senator Benton. What does one new customer cost? 

Mr. SmENFADEN. One new customer costs our company about 
$1,000. 

Senator Benton. That is an important factor. 

Mr. SrpENFADEN. Just like in utilities. This truly reflects and 
forecasts the end of the growth of our company. And, gentlemen, the 
dangerous element of this latter year s pattern lies in the fact that it 
has only been made possible by debt financi ‘ing, an avenue which we 
now consider closed for future funds. 

Our ratio of funded debt to total capitalization is uncomfortably 
high, and further equity capital is neither available nor advisable 
under present tax legislation. 

Gentlemen, our past history and present operations indicate beyond 
contradiction that our profits are not now, and have never been, 
generated by the defense effort. To tax our earnings as excess is 
unfair and inequitable and it is the sincere hope of our company that 
through your good efforts in seeking such information in these hearings, 
relief will be speedily granted. 

Our company has no desire to avoid its fair share of today’s tax 
burden, but we earnestly feel, and we think you will agree, that our 
assignment under the present excess profits tax law is an unduly 
heavy one. 

Senator Hendrickson’s invitation to appear before this committee 
contains the following, and I quote: 

We hope to obtain a valuable volume of testimony from these hearings which 
will serve as a basis for committee recommendations to the appropriate tax- 
writing officials and congressional committees during this session of Congress. 
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If my appearance here on behalf of our company has shed light on 
the caocmanienn you seek and will further the objectives Senator 
Hendrickson has pointed out, then I shall consider my time well 
spent. It is a sad commentary on the economic status of American 
enterprise and ingenuity that such promising, young corporations as 
Suburban Gas Service, contributing day after day throughout the 
year to the ordinary conveniences of American living, must find its 
program stifled by such inequitable and ill-conceived measures as 
the 1950 and 1951 excess-profits tax laws. 

Gentlemen, I thank you for your courtesy in affording me your 
attention at this hearing. 

I am open to questions, Senator. 

Senator Brenron. I must say, Mr. Sidenfaden, your paper is not 
only crystal clear but I can’t recall any witness appearing before us in 
the 3 days of hearings in which I have participated who ‘has delivered 
a paper with greater feeling. 

Mr. SrpENFADEN. | feel that. I wrote that paper myself. 

Senator Benton. That is no ghost writing. 

Mr. SrpenFADEN. I feel that for my company. I am the oldest 
executive in my company and | am 43 years old. When I say it is a 
crime that American ingenuity and enterprise must find it is stopped, 
I would like to sell the stock in my company tomorrow and quit, 
sincerely. 

Senator Benron. I wish you could have heard the previous testi- 
mony. You would have found you are not alone in these problems. 

Mr. SipDENFADEN. I am sure of that. 

Senator Benton. The Senate Small Business Committee is sympa- 
thetic with the problems you outline. That is the reason we are 
holding these hearings, going throughout the country, to find and seek 
stories like yours to bolster and strengthen the case to the Fiaance 
Committee of the Senate and the Ways and Means Committee of the 
House. 

There is no doubt at all that the tax laws and regulations, as presently 
drawn, have in some ways unwittingly reacted adversely against the 
initiative and enterprise of the smaller inde ‘pendent businesses. The 

very people who should be encouraged and whom the Congress wants 
to encourage are accidentally- 

Mr. SrpENFADEN. I am sure of that. 

Senator BeNToN (continuing). Forgotten in the vast paraphernalia 
involved in the writing of a new tax law. 

Mr. SipENFADEN. Excess-profits-tax law. In a company like ours, 
we are thrifty. We have taken on heavy debt payments, two to one. 
You know we are penalized by that. You know we operate under the 
growth company formula, under the best application of it, and we 
hire the smartest attorneys, the best in Los Angeles, and the best 
accountants, tax accountants; and our tax base goes down. We retire 
our debt at a greater rate than our equity capital increases; it is silly. 

Senator Brenton. I understand that. Yours is an excellent case 
story for this committee, just the kind we are seeking. I am grate- 
ful to vou for coming in and presenting it to us today. 
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STATEMENT OF J. B. (JACK) SEBRELL, J. B. SEBRELL CORP., LOS 
ANGELES, CALIF. 


Senator Benton. Mr. Sebrell, please step forward and identify 
yourself and your company. 

Mr. Sesrevyu. Iam J. B. (Wack) Sebrell. I am president of the 
J. B. Sebrell Corp., manufacturers of trade-printing equipment, 
fruit-picking equipment. I also own the Abby Envelope Manufac- 
turing Co., the J. B. Sebrell Advertising Agency, and I publish the 
Small Business Magazine. 

Senator Benton. You sound like a busy man. 

Mr. Sesrecu. And I am running for Congress in the Twenty- 
third District at the moment. 

Senator Benron. I know you are a busy man. You are going to 
talk today as a businessman and not as a congressional candidate? 

Mr. SesBRELL. That is right. 

Senator Benron. We are seeking businessmen, though we most 
surely do not disapprove of congressional candidates. 

Mr. Sesreii. That is right. In my business I serve hundreds of 
small-business men and a few large-business men. But my tale of 
woe today deals primarily, not with the problems of these successful 
gentlemen that have been here before me—— 

Senator Benton. Shall we say presently successful? 

Mr. Sesrewi. Presently successful. But my tale of woe deals 
witb the hundreds of thousands——— 

Senator Benton. Because there is grave risk involved in the basic 
decisions courageously made by some of these men who have appeared 
before us this morning. 

Mr. Joyce and I were talking about this at lunch. Men such as 
Mr. Alexander and Mr. Mallory, who have made tough basic decisions 
on which they are risking years of work and their entire accumulated 
capital. Up to now they have done well with those decisions, but 
those of us who have gone through it know there are still grave risks 
involved, risks which Mr. Holnback, with his brother and father, were 
not prepared to run to the same extent. 

Mr. Sepretv. Well, my problem deals with real small business 
firms, people that employ from 1 to 25, 30, 40, maybe 50. When you 
get over 50 you are fairly large. I employ 33 people. I wouldn’t 
sav I was exactly small. J wouldn’t say I was large. 

Senator Benton. Is this in your envelope company? 

Mr. Sesrevu. The entire operation, which is interchangeable. 
Some of it is seasonal and they change them around. 

Senator Benton. You sound like an enterprising fellow. You 
mean you make envelopes and pruning machinery with the same 
people during the vear? 

Mr. SeBRELL. Yes. 

Senator Benton. You run an advertising agency with these same 
people? 

Mr. Seprevu. Yes. 

Senator Benton. You must have 33 versatile people. 

Mr. Seprewu. Being small, you have to. The thing that concerns 
me more than anything else is the fact that 1 am forced either to per- 
form slave labor myself or to hire it done. Now, as a small-business 
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man, it costs me approximately $50 a month to pay old-age insurance. 
It costs me $150 a month to pay unemployment insurance. 

Now, all of my 33 employees, between the 33 of them, pay $50 in 
old-age insurance, when I, a little-business man, have to pay, we will 
say, 33 times as much as they do individually. 

In unemployment insurance none of my employees pays one dime. 
I pay it all. 

Now, of course, you have nothing to do with the State sales taxes, 
but we have to compute them, figure them by the records. I have 
found that it costs me about $2,000 a year to pay these taxes. I pay 
them whether I am making a dime or losing a dime. It costs me 
approximately $8,000 to figure, collect them, report them, and the 
Lord only knows how much of my valuable time that I should be out 
spending, getting sales, because 48 percent of your firms fail due to 
inadequate. sales. But, when a State man or Federal man comes in to 
check my books, I have to neglect everything, clients, deadlines and 
everything else, and set on that fellow’s coattail, to answer his hun- 
dred and one questions. 

So I feel that small business and big business, too, so far as that goes, 
should be given an equitable tax, based on net , earnings. 

Now, your Curtis Publishing Co. since 1932 has paid one dividend 
of 20 cents. <A lot of your big firms, like Kaiser-Frazer, haven't paid 
a dime for years. 

In 1949, 1,100,000 firms earned $11 a week. Six hundred and fifty 
thousand of them quit business. That is according to the United 
States News and World Report. 

The Department of Commerce tells me that 300,000 firms quit 
business each year; 375,000 go into business each year. How they 
figure that out I don’t know. In a lot of firms a man will open up a 
restaurant and he is in business 60 days and he unloads it on another 
sucker, one of his employees, probably, and he tries it for 60 days. He 
gets his belly full and he does the same thing. 

Dun & Bradstreet say only 128 firms went bankrupt last week. 
They don’t tell you how many hundreds of thousands of firms are losing 
their shirts. While they are losing their shirts these firms are being 
forced to pay old-age insurance, unemployment insurance, taxes, and 
city, county, State and Federal licenses and permits, entirely out of 
proportion to their earnings. 

Now, small business is our last bulwark against communism, 
socialism, or anything else you want to call it. I say that our Congress 
should rewrite these laws. Our State should do the same thing. And 
if a small-business man earns $3,000 a vear net income and if his union 
linotype operator earns $5,000 a year and a Department of State 
employee earns $10,000 a year and your city inspector down here 
earns $5,000 a year, those fellows shouldn’t get off with a small tax 
while this little-business man is losing his shirt or earning $3,000 a 
year and ending up paying 30, 50, or 60 percent taxes a year in pro- 
portion to his earnings. 

Practically every merchant in this country is losing his shirt. There 
are men who, by the sweat of their brows and by tightening their 
belts, have saved $10,000, $15,000, $20,000, $30,000. Go up and 
down the line and see what is happening to them. The Government 
is slowly choking them to death. 
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Gentlemen, my heart bleeds for those companies with $100,000 and 
$200,000 in profit, but you should listen to some of the tales of these 
fellows who don’t have any profit, but, due to unfair and unjust laws 
the Government is taking their life’s savings away from them, and, 
with lots of them, it is in the twilight of their lives when they can’t 
go out and get a job because they are too old. <A lot of them are in 
poor health. 

Furthermore, a merchant is confronted on March 1 with personal 
property taxes in this State, and a merchant with $100,000 inventory 
doesn’t own a dime of it; the bank has floored it for him. It is on 
consignment or something, on credit. A lot of those fellows will have 
to pay personal property tax of three, four, five thousand dollars. 
And they haven’t got it. Where are they going to get it? There is 
no way that small business can borrow any money. 

We have an RFC. I don’t know what they are good for. I have 
never found out. They are no good to small business. They may 
be good for big business or firms that earn $125,000 a year profit, 
these little merchants, but to the little fellows the RFC isn’t worth 
the powder and shot to shoot them. 

The banks won’t do anything for small business. I can borrow 
money unsecured from the bank, but for how long and how much? 
I have some small banks that are clients. They are just as hard up 
for money as Iam. They say, “Listen, Sebrell, we can make three 
or four times the loans we can make good. But for all the good, safe, 
sound loans, we can’t get the money.” 

The Government gets it, because they come first. I think it is 
about time that someone started letting the average taxpayer come 
first, the average citizen, the little fellows, the lifters, the fellows who 
lift themselves up by their bootstraps and save and slave. They 
shouldn’t be pounded down like they are. 

Private initiative shouldn’t be wrecked and destroyed, like it is 
being destroyed. The burden of collecting taxes and all the unfair 
taxes has been shoved off on the little man, and we are in a bad spot. 
I am speaking of the small-business man, the millions of merchants, 
the millions of service organizations and probably hundreds of thou- 
sands of small manufacturers; it is serious. I would like to see this 
committee do something about it. 

Senator Benton. Thank you, Mr. Sebrell. You are talking to a 
committee that shares your deep concern about the little fellow. That 
is why those of us on the committee sought the chance to serve on it. 

You have covered a great deal of territory in vour testimony, some 
of it outside the province and range of these immediate hearings. 

Mr. SeBrewu. I realize that. 

Senator Benton. But we are grateful to you, and I congratulate 
you on your enthusiasm in the presentation you have made here today. 

You remind me of a subject of tremendous interest to me, a subject 
mentioned earlier this morning, the establishment of proposed so- 
called capital banks as new financial mechanisms to help smaller- 
business men to get capital and financing. There is a great difference 
between taxes for old age and for social security, on the one hand, 
which in theory are being accumulated in reserves, subsequently to 
be returned to the people on whose behalf they are being collected, 
and sales taxes and other taxes that are being collected to support the 
operations of government. The two types must be argued about in 
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different terms and often before different groups. In my judgment 
the American people favor unemployment taxes, the social-security 
taxes of various kinds, the old-age taxes, even though many business- 
men chafe bitterly over them and over the techniques that have 
been worked out for their collection. 

Mr. Sesre.tu. May I interject one statement? 

Senator Benton. Yes; if it is a brief one. 

Mr. Sesretu. I, too, am in favor of old-age insurance, unemploy- 
ment insurance 

Senator Benton. I wasn’t trying to open up whether we are for 
them or against them. I was emphasizing that they present a different 
kind of problem. They are different types of taxes from the taxes we 
are largely concerned with today. 

This morning Mr. Morrison, an interesting witness, gave us some 
extraordinary facts about how he and his wife, with only three 
employees, have spent $3,000 in the last 5 years keeping records. He 
said.this was more than they had paid in income taxes. 

Mr. Sesprewe. It has cost me a hundred thousand. 

Senator Benron. You had better see Mr. Morrison. He can tell 
you how to save some money. 

Mr. Sesrety. My only desire is to see that the tax is paid for 
fairly and equitably; let each small-business man pay his fair share. 

Senator Benton. I think vou have made that clear. 

Mr. Sesprevu. I am not at all against any of those taxes; if the 
people want them, I am for them. 

Senator Benron. Thank you so much, Mr. Sebrell. 





STATEMENT OF CARL WEITZEL, MECHANICAL SPECIALTIES CO., 
LOS ANGELES, CALIF. 


Senator Benton. Mr. Weitzel, will you tell us the nature of the 
Mechanical Specialties Co., and identify vour own interest in it? 

Mr. Werrzen. My name is Carl Weitzel. I am one of the partners 
of Mechanical Specialties Co., a contract tool and die shop, making 
specially designed tools, dies, jigs, fixtures, and special machinery. 

Senator Benton. We know a lot about that type of business in 
Bridgeport. 

Mr. Werrzet. You do? 

Senator Benton. We havea lot of firms such as yours in Bridgeport. 
Yours is a tough and interesting and important business. 

Mr. Werrzet. I am also president of the Southern California Tool 
& Die Association having 40 member shops with a total employment 
of approximately 1,500 skilled tool and die makers. 

Our industry is a vital factor in national defense. Before actual 
production of any article can start, the tooling-up process must be 
completed; blanking and forming dies must be made for the sheet- 
metal parts; drill jigs, mill fixtures, lathe fixtures, and the like must be 
made for drilling and machining forgings and castings; welding and 
assembly fixtures must be made so that individual parts can be assem- 
bled properly into components; checking and inspection fixtures must 
be made to check the correctness of the preceding machining and 
assembly operations. This, in brief, is a description of the tooling-up 
process in which we are now engaged, mainly on defense work. 
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Our industry is sometimes described as a “feast or famine’’ industry. 
During periods of intense business activity, tool and die shops are 
required to operate at maximum capacity, tooling up for new products. 
Conversely, during periods of inactivity or depression the swing is to 
the other extreme. This is partly due to the fact that our industry has 
the unusual distinction of having its customers as its competitors. 
The large manufacturing plants have toolrooms of their own and the 
tool at die job shop is “usually not called in unless there is an over- 
flow of work beyond the capacity of the captive shop. 

A great many tool and die shops got their start by several journey- 
men pooling their savings, buying a few second-hand machines, 
renting a small building, and doing all the work themselves. Grad- 
ually over the years by plowing back earnings into the business they 

could expand and grow. ‘The tool and die shop sells skill, know-how, 

ingenuity, and precision work on specially designed and individually 
made tools, dies, jigs, fixtures, and machines; every job is different 
and is custom-made. It is not the type of enterprise that attracts 
the investor because of the hazards involved and the feast-or-famine 
record of its operations. 

The only source of capital for expansion and normal growth is from 
earnings during the good years. The 1951 income- tax law, together 
with renegotiation, make further growth practically impossible. 

For example, in our own case at Mechanical Specialties Co., we 
spent $65,000 for new machine tools during 1951 in an effort to meet 
the demand for tooling for defense requirements. This resulted in 
an increase in sales of approximately 56 percent over 1950 sales. 
However, our net income for 1951 after State and Federal taxes 
increased only 11 percent. Inasmuch as we had spent $65,000 during 
the year for new equipment, the remaining income left for myself 
and my partner was 0.8 of 1 percent of sales. 

Senator Benton. You are a partnership, just the two of you? 

Mr. Werrzev. Partnership. Increased sales in 1951 over 1950 
required that we keep more money in the business for increased pay- 
rolls, accounts receivable, accounts payable and inventories, with the 
result that we were forced to borrow $40,000 to meet our January 15 
income-tax obligation. 

Senator Benton. That sounds as if, in one sense, you have done 
pretty well. 

Mr. Werrze.. We shouldn’t have spent the $65,000 for new equip- 
ment; that is the growth-stifling factor. 

Senator Benton. Yes; that is the problem. 

Mr. Werrzet. Since 1938, when we started in business, we have 
operated in leased premises of approximately 12,000 square feet. In 
February this year we broke ground for our new building 18,000 square 
feet of reinforced brick construction on 3 acres which we purchased 
several years ago just north of Los Angeles International Airport, the 

cost of which, including power wiring and cranes, will amount to 
approximately $100,000. Against this obligation we obtained an 
insurance loan of $55,000, payable in monthly payments, like rent, of 
$550 per month over an approximate 10-year period. ‘To finance the 
remaining cost plus the $40,000 already borrowed, we have mortgaged 
our equipment to the bank and pledged our accounts receivable. 
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In respect to depreciation, the rate permitted for reserves is inade- 
quate for replacement of obsolete and worn-out machine tools. In our 
case the book value of our machinery and equipment as of December 
31, 1951, is $150,473, and yet an appraisal made July 6, 1951, shows 
100 percent sound insurable value at $335,339 and a new reproduction 
value of $443,773. From these figures, it is quite evident that 
depreciation, based on book value, is greatly understated. 

The advent of jet planes operating at supersonic speeds, guided 
missiles, electronic equipment, and other engineering developments of 
defense industries, involve much closer tolerances than the require- 
ments of World War II. As a consequence, replacement of machine 
tools no longer capable of doing this close work becomes mandatory, 
and yet the 1952 models have advanced in price approximately 30 to 
50 percent, and in some cases even more, over 1942 cost. 

Summing up, the tool and die industry ranks equal in importance 
with the machine-tool industry, without which we would have no 
production either for civilian or defense products. If the productive 
might of our country is to be maintained, it is certainly in the interest 
of national defense that our industry be allowed to retain profits 
necessary for normal growth and expansion during feast cycles, as 
well as enable them to survive during famine cycles. 

I have cited our own case. However, I have knowledge that many 
of our association members are in the same boat. 

Senator Benton. I think this case you have cited is not untypical 
of many cases ia your industry. 

Mr. Wurrze.. That is very true. 

Senator Benton. Are you here at the request of Mr. Eaton? 

Mr. Werrze.. I am here at the request of Mr. Eaton. 

Senator Benton. We heard testimony at our opening hearing at 
Bridgeport from Richard F. Moore, of the Moore Specialty Tool Co. 
He said, as I recall, Mr. Eaton asked him to testify. 

Mr. Werrzeu. I know him very well. 

Senator Benton. His testimony very closely parallels your own 
testimony. Do you know of the substantial number of similar plants 
in Connecticut, notably in the Bridgeport area? 

Mr. Weitzeu. Yes. 

Senator Benton. Have you any questions, Dr. Dockeray? 

The particular kind of problem sketched here by Mr. Weitzel is 2. 
important key to these hearings. 

Dr. Dockxrray. I have no questions. 

Senator Benton. I have heard a lot about your manpower problem. 
You not only have tax problems plaguing you but manpower problems. 

Mr. Werrze.. That is true. Purposely avoiding any reference to 
excess-profits taxes, I would say the larger number of the shops here 
are sole proprietor or partnerships. 

Senator Benton. I asked Mr. Moore about that, as I recall, and it 
is my recollection he said that is true of the industry throughout the 
country. 

Mr. Weirzet. I think it is. 

Senator Benton. What is the average, 20 to 30 employees? 

Mr. Werirze.. | think 30 employees is the average the country over. 

Senator Benton. Thank you, Mr. Weitzel. 
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STATEMENT OF JACK WILCOX, HUGGINS SHOE CO., PASADENA, 
CALIF, 


Senator Benron. Mr. Wilcox, you are the second shoeman before 
us today. Mr. Joyce testified this morning. Was Mr. Joyce’s shoe 
company the first shoe company established here in southern Cali- 
fornia? He said he started in October of 1929. 

Mr. Witcox. I believe he probably is the oldest shoe manufacturer 
in southern California. 

Senator Benton. My recollection is that he is. I used him as an 
illustration last November, in Vienna, with the Austrian Government. 
The cartel system in Austria is so tight that a young man who wants 
to start a business—I used the shoe business because I was familiar 
with Mr. Joyce’s business—has to go to the Government and ask 
permission. ‘The Government, in turn, often turns over the request 
to the trade association. 

I told them of Mr. Joyce’s business, and I said, ‘‘Do you think any 
shoe-trade association in 1929, without a shoe company operatin 
west of St. Louis, would have given permission to a fellow who ha 
never been in the shoe business, and only had $250 capital, to start a 
shoe company?” Itis a wonderful illustration of the contrast between 
the American attitude on freedom of competition and freedom for a 
young man, if he can get the money and energy to go into business, 
and the European cartel system. 

Mr. Wiicox. The terrible thing to many of us small-business men 
is that a certain fear is building up in us now, that we may be headed 
for somewhat the same thing. 

Senator Benton. I appreciate this is a real danger for our country. 
Tell us about yourself and the company. 

Mr. Witcox. The Huggins Shoe Co. is a retail store. I think in 
that respect I may be unique, because so far today I know I am the 
only retailer testifying. 

We sell men’s, women’s, and children’s shoes. Incidentally, we sell 
some of Joyce’s shoes. 

Senator Benton. These hearings have been primarily geared to the 
problems of the manufacturer, but you are most welcome here also. 

Mr. Wiicox. We are a small shoe firm. We employ six sales 
people, and, incidentally, five nonselling people, much of which is 
required by the voluminous reports and activities, other than selling, 
which we find ourselves loaded with. 

We buy on the open market. We manufacture no shoes ourselves, 
We offer them for sale. I have only been with the firm myself approxi- 
mately 6 weeks as general manager under Mr. Ted Huggins, the owner 
of the firm. 

Senator Benton. I should think you as manager would have cut 
those five people back to a couple by this time. You can’t tell me 
there are 5 people filling out Government forms in a total of a force 
of 11. § : 

Mr. Witcox. That is not the true picture of the thing. I didn’t 
intend to imply that. 

Senator Benron. We are joking with each other. 

Mr. Witcox. Yes. The fact remains that we estimate, as nearly 
as we can figure, it takes at least one full-time girl to do nothing but 
maintain records of accounts, to pay payroll taxes and sales taxes and 
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excise taxes and various taxes. We would be able to operate with 
approximately one less office girl were we not so burdened. 

Ty whole approach to this thing, when I was asked to come here; 
was to look at it from a very general basis. You have at your finger- 
tips the total tax problem, the figures, the amount of the national 
income which goes to taxes. We don’t even know that, because so 
many of the things we sell are sold with hidden taxes, which we can’t 
tell anything about. 

We do know that we have to collect an excise tax on purses, which 
seems silly, because to a woman a purse is as much a necessity as the 
shoes. She buys shoes, purse, and hat to complement her outfit. A 
purse technically becomes a luxury and we must collect an excise tax 


on that. There is no question in the mind of any small-business 
man—— 


Senator Benton. But not on hats? 

Mr. Witcox. Not on hats. 

Senator Benton. How about flowers? 

Mr. Wiicox. We don’t sell millinery or flowers. I am quite sure 
there is no excise tax. 

Senator Benton. Are flowers a luxury? 

Mr. Wixcox. I should say so. 

Senator Benton. I would be surprised if there is any excise tax on 
flowers. I have often thought the way the excise taxes are laid out 
certainly indicates lack of insight on somebody’s part as to what is a 
luxury item. 

Mr. Wiicox. The difference between the position of the retailer 
and the manufacturer is obviously that the retailer is in contact with 
more of the ultimate consumers of the product, and, therefore, in 
contact with a great deal broader public base. We talk with people 
all day, every day, ordinary customers who come in to buy shoes, who 
complain about the high price of shoes, a large part of which, of course, 
is taxes. I understand somewhere in the neighborhood of 30 percent 
of the national income is taxes. 

Senator Brenton. Yes. 

Mr. Wixcox. Consequently, on a pair of shoes we sell for $21, $7 of 
that is, so far as I know, a tax load. Were it not for this heavy tax 
burden we would be able to sell those shoes at a great deal lesser price. 

Senator Benton. I don’t think your deduction is quite correct 
there. The price doesn’t pyramid up quite that way here in the 
United States; as a contrast, in Italy there are 43 taxes on a cup of 
coffee, to show you how the price can pyramid there, 

If the Government takes 30 percent of our gross national income 
for taxes, it doesn’t follow that the price would be 30 percent higher on 
a pair of shoes. 

Maybe you will comment on that, Dr. Dockeray. 

Dr. Docxeray. Only because the shoes may not be average, plus 
the fact a large part of that 30 percent comes off as indirect taxes, not 
off as income. 

Mr. Wiicox. As sales tax and income tax. 

Dr. Dockrray. Yes, but I was speaking particularly of income. 

Senator Benton. This is a technical problem. I have never 
figured out how much of that $21 would be taxes. It seems to me it 
would be 30 percent minus X._ I don’t know how much X is. 

Dr. Dockrry. I wouldn’t either, on that. 








224 TAX PROBLEMS OF SMALL BUSINESS 


Senator Benton. Wouldn’t X be half of it, maybe? 
Dr. Docxeray. I don’t think as much; a third, maybe. 
‘Senator Benton. This is an interesting point. 

Mr. Witcox. Regardless of that, whether it is a third or a quarter 
or 15 percent, whatever it may be, the fact remains that in the mind of 
the customer who comes into the store to buy a pair of shoes she is 
very much aware of the taxes, and perhaps in her opinion it may be 
larger than the facts prove. In her mind she is paying a high tax when 
she pays $21 for a pair of shoes; and then it is very apparent when 
she buys the purse and has to pay the excise tax. 

Senator Benron. You hope she spends the money for the purse and 
doesn’t spend it for a hat. 

Mr. Witcox. We hope. I don’t think that even with that heavy 
tax load there would be serious objection on the part of the small- 
business man or his customer, if it weren’t for two things. One of them 
is a matter on which you have had previous testimony. 

First, small-business men resent the obvious inefficiency in basic 
government. We feel the small-business man has worked pretty 
hard to accumulate a little capital and build a business. He works 
6 and sometimes 7 days a week. He often works Sundays and holi- 
days. It requires the greatest amount of ingenuity and hard work to 
make a business pay. 

When we see that money we pay out in taxes being carelessly 
handled and given out openhandedly, it is a bitter pill to swallow. On 
top of that, when we see a certain proportion of our tax dollar go to 
maintain and expand a bureaucracy which makes it even more 
difficult to make a living, then it becomes hard to take. It is that 
overriding volume of restrictions and regulations and orders that come 
from commissions and bureaus, unending, that make the retailer— 
and I am sure the manufacturer, too—lie awake nights wondering 
whether he is going to be able to keep his head above water or keep out 
of jail. He feels he has no recourse on many of the things he has to 
do. 

This is a State sales tax matter but it applies equally to almost any 
reference to the Government. Last December we were forced for 
three straight days to sit and answer questions on the sales taxes we 
had collected on repair orders. The investigation revealed that we 
had remitted $1.69 too much sales tax to the State. Of course, we 
stand not a chance of getting that $1.69 back. But if we were $1.69 
short, by George, we would have had to pay up right now. 

You feel you are on the receiving end of all this, and that you have 
no recourse which, in turn, leads to this psychological fear that seems 
to permeate through all the small businesses, and to some extent even 
in large businesses. 

Large businesses can hire attorneys and tax experts to protect them 
from making mistakes. The small man can’t. He has to be his own 
lawyer and tax expert, in addition to cleaning out the store, trimming 
windows, knowing what is going on in his store at all times, buying 
fall shoes, and a thousand other details day in and out. He either 
neglects his business to read the regulations and pay the taxes or 
takes a chance on it and says, ‘‘I will do the best I can with it and I 
hope I get by.” That is a depressing thing and it is almost impossible 
for a small-business man to feel he is his own boss and that he can get 
in and develop a business if he is smart enough and knows enough 
about the business to become successful in it. 
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We are right now in the process of discussing possible expansion 
of our business and adding some additional space. Quite frankly, 
we don’t know whether we are going to do it or not. A large part of 
the question of whether we do it or not hinges on the fact that by so 
doing we will enormously increase the amount of work we have to do, 
and we don’t know how much profit we get out of that work we will be 
able to keep ourselves. We know it will be small. 

Now, whether or not we would do better to stay the way we are and 
accept the small profit we make or knock ourselves out trying to 
make 5 percent more, is our problem. It is the same with any small- 
business man. 

Senator Benton. That is most interesting, Mr. Wilcox. You can 
tell Mr. Huggins you have been an excellent representative for him 
today. We welcome your testimony, in part because we haven’t had 
other testimony from retailers; we haven’t sought it. Yours comes in 
at this time very appropriately. 

I think your decision about whether to expand will involve many 
factors of a kind that are involved in decisions described by previous 
witnesses. The businessman’s final decision is seldom based on what 
has happened. It is seldom based even on what is happening. It is 
usually geared to what he thinks is going to happen. 

Practically everything in the world of business revolves around 
guesses about the future. I suspect, regardless of how Mr. Mallory 
may feel or Mr. Holnback, or Mr. Robbins or Mr. Sidenfaden, with 
his excellent and very clear paper of a moment ago—regardless of how 
they may feel as of today, things could happen tomorrow that could 
make them feel quite differently about what is going to happen next 
year. If they suddenly feel differently about what is going to happen 
next year, all their business reactions could be very different. Wouldn’t 
you agree with that? 

Mr. Witcox. | agree with that thoroughly. So far as expansion is 
concerned, we are prepared to take our chances on our guess as to 
whether general conditions are going to be better or worse, and 
specifically what conditions are going to prevail in the shoe business. 

We are prepared to make our guess as to whether we can be a 
sharper competitor than someone else. 

Senator Benton. I hear the shoe business has been ‘‘lousy.” 

Mr. Wiicox. It has been very poor. 


Senator Benton. Thank you, on behalf of the committee, Mr. 
Wilcox. 


STATEMENT OF CLARENCE NISSEN, VICE PRESIDENT AND TREAS- 
URER, PRECO, INC., LOS ANGELES, CALIF. 


Senator Benron. Mr. Nissen, I can understand the word ‘‘shoe,” 
but I can’t understand the word ‘‘Preco.”’ 

Mr. Nissen. You are not the first. 

Senator Brenton. Tell us what Preco is and your connection with it. 
We have about 20 minutes left for hearings, if I am to live up to a 
commitment I have made for a broadcast. 

I don’t want to confine you to 10 minutes, but, if it happened that 
your testimony would fit into 10 minutes, it would very much suit 
the convenience of this chairman. 

Mr. Nissen. I think it will take five. 
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Senator Benton. Tell me what Preco is. It sounds like a piece of 
candy. 

Mr. Nissen. It is not. I have some notes. Also, I should say I 
am probably going to repeat what other manufacturers have said, 
That is why I have cut this short. I am at the end of the list and 
you have heard a lot of people. 

Your inquiry on Preco—that has been a mystery throughout our 
country. It was Pacific Railway Equipment Co., and we followed 
the program of Philco and some other companies, shortening it down 
to Preco. 

Senator Benron. You manufacture railroad supplies? 

Mr. Nissen. Yes, our company manufactures railway refrigerator- 
car specialty equipment. I am executive vice-president and the 
treasurer of our company, and we employ a total of 225 people. We 
do approximately $2 million business a year, and we are 10 years 
old. 

Senator Brenton. Is it a closely held company? 

Mr. Nissen. Yes, it is closely held. We have 15 stockholders, 
most of which, the majority—— 

Senator Benton. Work for the company? 

Mr. Nissen. Yes. 

Senator Benton. If we were picking a smaller independent business 
in the manufacturing field, we could take you as a good example. 

Mr. Nissen. We think we are typical. 

Senator Benton. I would have to know how much money you 
earn, to know whether you are typical. 

Mr. Nissen. After taxes or before? I am also vice chairman of the 
California Manufacturers Association’s Tax Committee. In this tax 
committee work I have had an opportunity to talk to many southern 
California businessmen and these discussions have definitely indicated 
that our company’s unhappy experience with taxes is not unique; 
others are faced with the same dilemma. 

Senator Benton. In our 2 days of previous testimony, these 
patterns begin to be recurrent. 

Mr. Nissen. I imagine that throughout our country, California 
isn’t exceptional. I realize that people have complained about high 
taxes since the day of the very first tax, and, therefore, merely to make 
a statement that small business does not like taxes is hardly convincing. 
In general, however, I want to emphasize the point that over-all taxes 
are certainly approaching, if they have not already passed the breaking 
point, and therefore, the effect of high taxes on our business economy 
must be given serious consideration, as is evidenced by your willing- 
ness to come to Los Angeles to hear our complaints and suggestions. 

As there was “a straw which broke the camel’s back,” there is a 
tax which will break the back of small business. And it is too late to 
do much for the camel after that last straw has broken the camel in 
two. 

I do not want anything that I say to be construed that I am against 
so-called big business as such; big business has its place in our economy. 
Naturally, since our company is ; small, I am for small business. Also, 
I believe everyone will agree that small business is one of our greatest 
industrial assets—pr imarily because of its contribution to our economy 
and also because most all successful businesses start out small and 
grow. It is this growth that gives our country its greatest strength. 
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Take away our money which gives us our ability to grow and you have 
cut off “Samson’s hair.” Our strength is gone. 

I am not a tax expert so I do not profess to know many answers. 

Senator Ben'ron. Also, you could take away the antitrust laws, and 
your strength might be gone. I am referring to my earlier comments 
about big business. 

The antitrust laws have played a tremendous part in enabling 
businesses such as yours to get going. 

Mr. Nissen. I am in favor of the antitrust laws. Sometimes I 
think our tax laws are working to the contrary of the antitrust laws. 

Senator Benton. They are today. They are making for monopoly, 
at the same time that our antitrust laws express the national policy to 
combat monopoly. 

Mr. Nissen. We have had an opportunity to sell out to larger 
companies. One of the representetives of the offering companies 
said, “If you were 5 vears older, you would sell out.” 

Senator Benton. If it weren’t for the antitrust laws you might get 
more offers 

Mr. Nissen. I am not a tax expert so I do not profess to know many 
answers. But I do know this: When our company’s auditors add 
up our final figures at the end of the year, we just do not have enough 
money left to do the things we must—give something to our owners 
for their investment, replace our worn out or obsolete equipment, 
and also have some money left to expand our business. High taxes 
have certainly cut off our “Samson’s hair.” 

We not only do not have any money on which to grow, but neither 
do we have any reserve strength. If we should stub our toe in our 
own operations of if business in general should drop off, we would be 
in serious trouble. Our bank loans and income taxes can only be 
paid out of current profits. 

Our predicament is not the result of losses in past years. We have 
made a reasonable operating profit before taxes. To have done better, 
we would have had to gouge our customers. In the last 3 vears 
we have paid only approximately 20 percent of our profit in dividends. 
As I stated previously, the reason for our unsatisfactory condition is 
clear; we just do not have enough left after taxes. 

Since taxes do not leave us any growth money, we have explored 
other sources for venture capital odlees a bit of success. Investment 
bankers cannot handle an issue of stock of much less than a half 
million dollars, and we couldn’t raise much money by selling stock 
to just our friends. Long-time loans that can be arranged with banks 
and insurance companies do not provide much added permanent 
capital, and such loans by necessity have strings to strangle our 
operations and handicap us 1n obtaining seasonal-peak inventory loans. 

Therefore, the long-time outlook for our own small business is 
pretty bleak. We can’t obtain money with which to grow. We know 
we can’t stand still, because, if we don’t go ahead, we will slide back- 
ward. 

I believe the best and fairest answer to this problem would be to 
reduce all taxes, but since this is probably impossible at this time, I 
believe the next best would be to increase the surtax exemption from 
$25,000 to $100,000 and to increase the minimum excess-profits-tax 
credit from $25,000 to $100,000. This would be treating all business 
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the same and would be particularly helpful to small business. This is 
the best thing Congress could do to aid small business. 

In conclusion may I say that Congress can also help business— 
particularly small business—by eliminating a large number of the 
business controls and regulations. If the many Government agencies 
would just leave us alone and let us run our own business, we might 
have enough time to figure out a way to raise some money and then 
not need any other help. I thank you for this privilege of expressing 
my views to you. 

Senator Benron. I congratulate you. That is a fine statement. 
I am glad to meet you in your role as vice chairman of the tax com- 
mittee of the California Manufacturers’ Association. 

Mr. Nissen. We have State problems, too. 

Senator Benton. May I suggest a subject you might explore in 
that committee, which has been of concern to me? This is how to 
avoid abuses of the corporate system which could develop in the wake 
of a change in the tax laws, as you have just recommended. This is 
entirely apart from other possible objections to your suggestions, the 
problems of equity, which we discussed this morning. 

I have coming in here shortly to meet me the Los Angeles manager 
of my office here for the Encyclopedia Britannica. If I have the 
right to establish a corporation with $100,000 exemption on excess- 
profit taxes, and which only has to pay a 30-percent tax up to $100,000 
of earnings, what is to prevent me from establishing an Encyclopedia 
Britannica Co. of California? I could take my company and break 
it down into 18 divisions, let us say, have 18 corporations and earn up 
to $100,000 in each corporation at only a 30-percent tax. 

Perhaps you will immediately say that we should get a law to keep 
me from evading the intent of the law in this manner. 

But my illustration shows that it is a constant race between the 
Government and the tax lawyers. The latter are engaged busily in 
seeking the loopholes and the former is engaged busily in trying to 
plug up the loopholes. 

Mr. Nissen. This race has developed because of high taxes. 
Reduce taxes and the problems of tax laws will reduce in exactly the 
same proportion. 

Senator Benton. I have cited a problem that is difficult to answer 
when the Government begins to give more lenient exemptions or 
privileges to small corporations. When the exemption or lower tax 
base goes above a pretty low figure, there is great incentive to pro- 
liferate corporations in order to keep a corporate group in that privi- 
leged bracket. 

Mr. Nissen. May I suggest, at least in part, my answer: This is 
something for our own tax committee to study, because, as I said, I am 
not an expert. My suggestion is pretty much off-the-cuff as one way 
that I see that small business could be helped. I feel in this, as in 
everything, there is some compromise, there is some good and some 
bad. * 

Senator Benron. And some danger. 

Mr. Nissen. And some danger. As I see our present tax laws, as 
they stand now, they are all bad for the small-business man. If I 
had to choose right now between possible abuse and possible helping 
small businesses grow, which is what I think we must do or we are 
going to have only the kind of big corporations you probably don’t 
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like, I would compromise and say let’s help the small-business man 
TOW. 

d Senator Benton. I don’t like the tactics of some of them; let’s put 
it that way. You may be interested, when Mr. Stults sends you all 
the hearings in printed form, in referring them to your tax committee. 

At this point we ought to make a note to send our hearings to all 
the tax committees of the State manufacturers’ associations, because 
I think they will be surprised at the very large number of constructive 
ideas applied to the tax laws which we howe developed. 

Mr. Nissen. That is fine. 

Senator Benton. I happen to think your suggestion is more diffi- 
cult, if only because of questions of equity involved, than many others 
of the suggestions that have come to us. 

Thank you for your appearance here today. 


STATEMENT OF HAROLD UDKOFF, THE HALDON 
MANUFACTURING CO., LOS ANGELES, CALIF. 


Senator Benton. Please state your name and identify your com- 
pany. 

Mr. Upkorr. I am Harold Udkoff. My company is the Haldon 
Manufacturing Co. I am truly a small-business man and employ 
four people. Our company was organized in 1947. We are not 
troubled by excess-profits taxes and it takes me an hour every 3 months 
to fill out my social security and withholding return. 

Senator Benton. What does the company do? 

Mr. Upxorr. We manufacture a small envelope-moistening device. 
I have one here. 

Senator Benton. Let’s see it. 

Mr. Upxorr. I have some of my competitors’ products, too. Iam 
specifically concerned with section 3406 of the Internal Revenue Code. 

Senator Benton. Let’s see your product. What does it do? 

Mr. Upkorr. It moistens envelopes. This doesn’t have any 
water. 

Senator Benton. I will tell you, I will buy one of those on the spot. 
If there is one think I hate to do it is to lick envelopes. 

Mr. Upxorr. Section 3406 of the Internal Revenue Code, para- 
graph 6, specified business and store machines are subject to a 10- 
percent manufacturers’ excise tax. The list of these machines includes 
sealing machines. 

We manufacture a device known as the Magic Mailer which, in 
effect, is an envelope moistener similar in many respects to the enve- 
lope-moistening devices now on the market. Our device has an 
attachment whereby the envelope passes under a roller which exerts 
enough pressure to cause the envelope flap to adhere to the body of the 
envelope. After a number of envelopes are passed through the mois- 
tener, hand pressure is applied on the top of the pile facilitating sealing 
of these envelopes. 

These other devices that I have before me accomplish the same 
purpose and yet are not classified by the Bureau of Internal Revenue 
as sealing machines. Yet the Bureau has rules that our device falls 
into that category. 

We cuestion whether this simple gadget could be called a machine 
since it does not contain any gears, cranks, or motor. 
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We believe when the code specified sealing machines they were 
primarily concerned with larger units such as “the machines covered 
in the descriptive literature T have before me. I am refe Tring par- 
ticularly to this type of machine [indicating]. 

Senator Benron. You seem to have a very legitimate gripe. What 
do they tell you when you take it up with the tax authorities? 

Mr. Upxorr. I have taken it up before the Bureau of Internal 
Revenue. 

Senator Benton. I fear I am not the fellow who can fix the Bureau 
for you. 

Mr. Upxorr. I have taken it before the Bureau of Internal Revenue 
and have never been able to employ a tax attorney; the fees are, 
frankly, beyond our means. 

Senator Benton. If you will give us these three machines, I will 
pay you for one of them, and we will return the other two. Turn 
them over to Mr. Stults and he will take them up with the Washington 
office. We shall see what we can do. 

Why don’t you have the office of Mr. McCann, of the chamber of 
commerce, take that up for you? Do you belong to the chamber? 

Mr. Upxorr. No. 

Senator Benton. We willlet Mr. Stults take them. It seems unfair 
to have your two competitors classified one way and you another. 
How many of these do you make? 

Mr. Upxorr. About 1,500 a month. 

Senator Benron. Yours looks much better than the other two. 
Mail the machines to Mr. Stults and tell him how they work. 

Mr. Upxorr. I will send you instructions. You needn’t bother 
to return it. 

I have found it very difficult to present my case properly before the 
Bureau of Internal Revenue since the costs of litigation are beyond 
our means. The 10 percent we have been paying represents approxi- 
mately 40 percent of our profit and we are not able to pass this on to 
the consumer as has been suggested by the Bureau since it would 
price our item much higher than these competitive articles. 

Therefore, we have been absorbing the tax. We welcome the op- 
portunity of presenting our case before your group and are in hopes 
that we may gain some suggestions from you as to how we can be 
relieved of what we consider an unfair excise tax as attached to our 
product, without resorting to costly litigation. 

Senator Benron. Yes. And thank you, Mr. Udkoff, for appear- 
ing before us. 

Mr. Upxorr. Yes. 

Senator Benton. It is almost 4 o’clock, the time when we were 
scheduled to close up our hearings. J] thank our witnesses for cooper- 
ating with the committee toward that end. 

If Mr. Baltzer has a statement he wants to submit to the record, 
to be added to our hearings today, and will send it to Mr. Stults, we 
will be glad to incorporate it in our record. 

The printed hearings will, I am sure, command the interest and at- 
tentiveness of the Senators on the Small Business Committee. 
Through the Small Business Committee we shall form recommenda- 
tions and do our best to foster and further them with the Senate 
Finance Committee and the House Ways and Means Committee. 
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I again repeat that it is unlikely that many recommendations can 
be seen through to a successful conclusion in this particular year, for 
reasons I will leave to the imaginations of each of you to figure out. 

But I am deeply grateful to Mr. McCann for his excellent leader- 
ship in arranging for this panel of witnesses today. This is another 
tribute to the Los Angeles Chamber of Commerce, to which I paid 
tribute when we opened our sessions this morning. 

1 will say for myself personally that my interest in small business 
goes back a great many years. Mr. Paul Hoffman, a distinguished 
fellow-townsman of yours, was chairman and I was vice chairman fo: 
the original Committee for Economic Development. 

Mr. William Foster, now Deputy Undersecretary for Defense, was 
the chairman of our Small Business Committee. Mr. Jay Hormel 
who is retired to some nearby beach, not far from Los Angeles, was 
one of the distinguished members of that committee. He had a 
aes small meat company, doing a business of about $125,000,000, 
i Austin, Minn. 

Through that committee we pioneered in developing recommenda- 
tions in the interest of small business, such as the idea for capital 
banks, which I have referred to earlier today. 

My own interest in small business grows not only out of the fact 
that I am the owner of small businesses, but out of the fact that I share 
the views of many witnesses today on the signific ance and importance 
of small independent business to the welfare of the American people. 
It isn’t that 1 think small-business men should have any special rights 
to get rich, and it isn’t that L think they should have a lot of special 
privileges just because they are small. it is because our small inde- 
pendent businessmen are the men who put the competition into our 
economy. 

Here we have just had a young man who employs four people. He 
has a new gadget that looks better than the two contraptions of his 
competitors, who are probably larger, more firmly entrenched, better 
capitalized. Yet he comes along with four employees in California 
and brings competition and improvement with a new device of sig- 
nificance into that field. 

It is the small independent fellows who combat the monopolies and 
prevent the development of cartels in this country even more eifee- 
tively than our inadequate antitrust laws. 

it is the small independent businessmen who keep the prices down. 
They are the protectors of the consumer. That is why I have been 
interested in this subject long before I was in the United States Senate. 
That is why I have been proud and pleased to serve as a member of the 
Senate Small Business Committee. That is why I shall do what I can 
personally, on my return to Washington, to commend these hearings 
and the extraordinarily fine testimony we have heard today, to my 
fellow Senators on the committee and in the Senate. 

I thank all of you for your attendance and your interest today, and 
you, in particular, Mr. McCann. 

(Whereupon, at 4 p. m. Friday, March 28, 1952, the hearing in the 
above-entitled matter was concluded.) 
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FRIDAY, APRIL 4, 1952 


Unirep States SENATE, 
SURCOMMITTEE ON TAXATION OF THE 
SELECT CoMMITTEE ON SMALL BusINEss, 
Minneapolis, Minn. 

The subcommittee met, pursuant to call, at 10 a. m., in room 307, 
Coffman Memorial Union, University of Minnesota, Minne apolis, 
Minn., Senator Edward J. Thye presiding. 

Present: Senators Thye and Hubert H. Humphrey. 

Also present: Walter B. Stults, assistant staff director, Select Com- 
mittee on Small Business, United States Senate; and J. C. Dockeray, 
Director, Economics and Production Research Division, Office of 
Small Business, National Production Authority. 

Senator Tuyr. Gentlemen, the meeting will come to order. 

I had hoped that Senator Humphrey would be here at the opening 
of this committee session; but, even though he has been delayed, 
believe we should get under way. 

The chairman of this subcommittee is Senator Hendrickson of New 
Jersey. Senator Sparkman of Alabama is also a committee member, 
and Senator Benton of Connecticut, Senator Humphrey, and myself. 
We are the Subcommittee on Taxation of the Senate Select Committee 
on Small Business. It was just a short time ago that we were all 
faced with that final settlement and reckoning for this calendar year, 
and I am sure you are all very mindful as to what the tax problems are 
in your business. 

We are trying to establish a record in order that we can be most 
helpful to small business with the Finance Committee of the Senate, 
where tax legislation is studied. 

I want to say at the outset that we are not making a study for the 
purpose of trying to find a way to increase taxes or to levy additional 
taxes. I would state to you that I do not believe that there will be 
any tax legislation in this session of Congress. However, as we recon- 
vene next year the studies that will be made in this year will aid us 
in laying the foundation for the type of tax legislation that should be 
enacted. That is the purpose of this meeting in Minneapolis today. 
We have a feeling that if we come to you we can get more of the small- 
business people testifying than if we held a committee session in 
Washington and expected representatives of small business to come 
to the National Capital and appear before the committee. 

On the agenda, Mr. John M. Davis is the first person listed. Mr. 
Davis, if you take this chair over here where you will be closer to the 
reporter, it will enable the reporter to hear better. We are making 
a record so that it can be available together with the committee report. 

Mr. Davis, do you wish to state for the record the name of your 
organization, and your position with the organization? 
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STATEMENT OF JOHN M. DAVIS, PRESIDENT, LA SALLE CONSTRUC- 
TION CO., CHICAGO, ILL. 


Mr. Davis. I am president and treasurer of the La Salle Construc- 
tion Co. of Chicago. Our company was incorporated as an Illinois 
corporation in January 1947, and I think that was a most unfortunate 
time to form a new company, as our tax situation turned out. We did 
not know then that in a few years new laws would be enacted that 
would predestine this company to remain in the small-class field. 

The situation of our company with respect to the present tax struc- 
ture is probably typical of a large number of relatively small, new 
companies who operate in a field “where profit is comparatively small 
in ratio to the amount of working capital involved in carrying on the 
business. Our problem is simply this: Under the present tax struc- 
ture, it is utterly impossible for us to accumulate additional working 
capital to permit even a minimum expectancy of expansion. In fact, 
we have been able to reach our present yearly volume rate only because 
50 percent of our work currently has been cost-plus, and completely 
financed by the customer. We cannot always expect to be so lucky. 

Senator Tuyr. Mr. Davis, what type of contract do you have? 
You sav it is a cost- plus? What is the nature of your work? 

Mr. Davis. In the main we are industrial contractors. 

Senator TaHyr. Manufacturing what? 

Mr. Davis. We build the buildings. 

Senator Taye. You build the buildings? 

Mr. Davis. For the industries. 

Senator Tuy. For the industries that are doing defense work or 
defense contracts? 

Mr. Davis. No; I wouldn’t say that, 

Senator THyr. You are not? 

Mr. Davis. No. 

Senator Turn. Mostly private? 

Mr. Davis. Our large accounts—you know them. The largest, 
I think, is American Can Co. 

Senator Tuyr. Yes. Well, the reason I ask the question was your 
reference to cost-plus contract. You do that for the private corpora- 
tion that is expanding its plant. 

Mr. Davis. That is right. 

Senator Taye. Thank you, and pardon me for the interruption, 

Mr. Davis. The economics of the construction industry require 
expansion and growth. If we tried to stand still, we would surely 
deteriorate, since we should not be keeping pace with developments 
and trends in the construction field. 

Senator Tayr. Excuse us, Mr. Davis. We are sorry, Senator 
Humphrey, but we had so many that we felt that we should get under 
way so that there would be an opportunity for all to be heard. 

Senator Humrurey. I am terribly sorry that I was delayed. 

Senator Ture. Mr. Davis, this is Senator Humphrey, the other 
member of the committee. This is Mr. Davis, of Chicago, IIl. 
Please continue, Mr. Davis. 

Mr. Davis. Our past experience clearly demonstrates that we are 
capable of performing all types of work successfully, and in greatly 
expanded volume, if properly financed. 
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This is a period when expansion and increased construction are the 
lifeblood of our country’s continued economic strength. If the com- 
ponents of expansion and constructien are inhibited, a weakening of 
our industrial fiber cannot fail to result. 

Under the present tax burden, we cannot provide sufficient work- 
ing capital to proceed with our projected rate of expansion. We 
cannot build up any surplus to carry us over possible lean years. In 
direct competition with larger, established firms on larger contracts, 
we are at a distinct disadvantage. The excess-profits tax subsidizes 
the larger corporations, with large excess-profits tax credits, in their 
competition with smaller, newer firms such as ours. 

Let me give you an example. Our anticipated margin of taxable 
profit is only about 5 percent. Thus, on a $5,000,000 contract, the 
anticipated taxable profit would be $250,000. <A competitor with a 
nage base period could realize $120,000 of this after taxes. In our 
cas , the same contract would net us 62.5 percent less than our com- 
pe titor’s earni ngs, or $45,000 after taxes, or less than 1 percent on 
the amount of the contract. I think this committee will agree with 
me that (1) 1 percent is not an adequate return, (2) capital cannot be 
borrowed on such a risk, (3) no company can build up a surplus for 
expansion, or for lean years, on such a profit margin. 

Some changes were made in the excess profits tax law last year, 
which benefited our company somewhat. However, the adverse pic- 
ture I have just painted is after those changes were taken into ac- 
count. The ceilings on excess profits tax for new companies provide 
only short-term and temporary relief, which expires far too soon to 
enable a growing company to achieve its real growth potential. The 
growth formula gives us little relief, for we still find ourselves com- 
puting excess profits tax credit on our so-called normal earnings pe- 
riod which actually was the period when our company was in its 
infancy and at the short end of what should be a 10-year period of 
growth and expansion. 

The EPT ceilings, to really aid small new companies, should be held 
to 5 percent for the company’s first 10 years of existence, rather than a 
graduated scale which puts a new company in a 69 percent tax bracket 
in its sixth year. Any growth formula which will really help a growing 
company must be a dynamic growth formula which admits the obvious 
fact that all growth after 1949 is not necessarily profiteering, and that 
a major part of any company’s activity after 1949 is normal. This 
economy would be expanding whether there had been a police action 
in Korea or not, and a company’s “normal earnings’ should be 
considered as a part of the normal expansion of a dynamic economy. 

I have some graphs, Senator. Would you like to have one as 
I explain? 

Senator Turn. No; I can follow you. 

Senator Humpurey. Just go ahead. 

Mr. Davis. This graph presents quite a picture. 

Senator Humpurey. Have you got one that you could just lay 
before us? 

Mr. Davis. Yes, sir. 

Senator Tye. All right, sir, we will follow you on the graph. 

(Chart I follows :) 


OS399—H 





Bc 


; basens Beorti douww “7118 OPYIIN 
L+bi AZsivuodooni 

©} N@IUQNHLSNOD 371¥VS Vv 
HIMOUS wWSA BAI 
G2A93f0Nd GNY ANIS3Yd) 


poco 7 ce 


z. 








+ —_+_____+—__ ___1-—__ 
| 





TAX PROBLEMS OF SMALL 




















752000 
650,000 
600000 

550,000 





000 00sz 


LA SALLE CONSTRUCTION CO 
MARCH \IeszZ SHEET Z| 
98399 O- 52 - pt. 1 (Face p. 236) 


BUSINESS ANALYS/S OF 
INCORPORATED 1947 
eutcace. ke 


oe 
| 
| 
aA 
| 
l 
Cilia 


=F 

| 
alyea 
al 





ie 


| 
| 


RE 


| 


lide cock ated 








€ss 


| 
| 


4 





Busi 


iia Ac cmidenenh 
a ane condone ons dene — 
} ' 


CS bf | | ' 
FR hea aia apna Ia ata Bice nected ae 


| 


| 
ae ES ee 
conse a T 


i 
| 


' 


1948) 














wt ct eet a a ne cert etna nn nS add eas en casieenaeess a 











TAX PROBLEMS OF SMALL BUSINESS 237 


Mr. Davis. The first sheet you have that I handed you (chart I) 
depicts our projected expansion program over a 10-year period, which 
is the minimum for a company in our field to achieve anything like full 
normal growth. You will notice the vertical lines are years from the 
time our company was started in 1947, and I have carried the projec- 
tion to 1956. 

From our beginning in 1947, handling less than $1,000,000 worth of 
business a year to start, our activity moved up to about $1,250,000 in 
1948, $1,600,000 in 1949, $2,000,000 in 1950, $2,500,000 in 1951. 
Continuing this rate of growth through a 10-year period, we have a 
right to look forward to handling contracts of a value of about $3,- 
500,000 in 1952, $4,250,000 in 1953, $5,500,000 in 1954, $7,000,000 in 
1955, and about $8,000,000 in 1956. 

Now let me show you the graph illustrating the working capital 
requirements for this volume of business. 

Senator Tuy. That is this second graph that has the six lines 
(chart II)? You have both the red and the yellow. 

(Chart IT is herewith inserted.) 

Mr. Davis. Yes, sir. 

Senator Tuyx. Do you indicate in your statement which is the red 
and which is the yellow? 

Mr. Davis. I can follow those lines. 

Senator Tuy. All right, sir. 

Mr. Davis. The red line shows the working capital needed to handle 
the amount of business indicated by the historical growth curve on the 
other sheet. The yellow line shows the working capital which could 
be available to us if there were no excess profits tax at all. 

Just a word of explanation. I started putting these graphs together 
for my own information, and they turned out so interesting that I 
thought I should present them in this form. 

The three bottom white lines, the upper line represents the profits, 
taxable profits, of the company, and then the line below that, I think 
that represents——— 

Senator Humpnrey. Total corporate taxes. 

Mr. Davis. Total corporate taxes. And the bottom line, the profit 
after taxes. After reaching that poimt I used those figures to see how 
much money we could set aside for our working capital, and that pro- 
duced the yellow line and the white line below. I think I will stick 
to my text here and maybe it will be a little clearer. 

The yellow line shows the working capital which could be available 
to us if there were no excess profits tax at all. From this you can see 
that even the present so-called normal and surtax rates will imhibit 
our growth below our normal potential. 

The upper white line shows the working capital now available to us 
under the present tax laws, which, as you will see, is only about half 
that required. The other three lines show our taxable earnings, our 
taxes paid, and our net after taxes, which is, of course, vastly less than 
the amount we must pay in taxes. How long do you think it would 
take for us to achieve the working-capital requirements indicated by 
the red line, with only the finances represented by the bottom line, the 
net after taxes? The answer is, of course, forever. 

Senator Tuyg. Well, your bottom line, Mr. Davis, at the end of the 
10 vears, that would be 1956, shows one hundred thousand and your 
red line shows eight hundred thousand. 
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Mr. Davis. Yes. In 1956 we expect to do $8 million worth of work, 
and it takes about 1 month’s financing to handle your construction 
work, or, in other words, I took 10 percent and called it $800,000. Of 
course, t the working capital as I have represented it there assumes that 
we can borrow up to the limit of our capital structure, so that I have 
doubled the capital structure in each year. That adds the capital 
structure to borrowing to give us available money for financing. 

To handle the business we handled in our first year, about $800,000 
worth, required nearly $100,000 in working capital. That isn’t quite 
an exact statement because, as | said before, most of our work at that 
time was cost-plus work and financed by our particular customers, so 
we did not have to have that much financing at that time. But that 
isn’t going to hold very long. In 1951 we handled over $2 million 
worth of business, and our capital requirements were over $200,000. 
‘To reach our projected volume goal in 1956 of $8 million, we would 
need access to at least $800,000 in working capital. Yet, if all our 
pretits after taxes, from the day we started until 1956, were accumu- 
lated for working capital purposes alone, with no allowance for capital 
improvements, replacements, or dividends, we still would not have 
enough to meet the demands of our opportunities 

| think the people who make the tax laws of this country must 
consider the consequences of their taxes before they enact them. 
Someone must face the fact that there is a saturation point of taxes 
that new business can pay and survive. I am not a tax expert, 
but I think the graph I have shown you tells the story in rudimentary 
form. The saturation pomt is somewhere very close to the present 
normal and surtax rates, since even without excess profits taxes, we 
would not fully reach our working capital requirements. 

The obvious conclusion is that someone must make the decision 
whether or not we are to continue to have small new companies, and 
whether they are to be permitted to grow and expand. If they are 
not permitted to grow and expand, our industrial system will fall 
victim to drv rot, decay, and monopoly. If we are to have new 
business and growing business, then it must be realized that there is a 
point beyond which you cannot tax ac ompany and permit it to expand, 
I think that point is about 50 percent of its earnings. I think that 
is the maximum, even in an emergency, that a company under 10 
years of age should pay, for beyond that point, the principle of 
diminishing returns will assert itself, and not only will the tax take be 
diminished, but growth and expansion of industrial facilities will 
decline. 

Senator Toyz. Senator Humphrey? 

Senator Humpurey. Have vou taken into consideration the provi- 
sion in the Revenue Act of 1950, which extended the averaging period 
for profits and losses from 5 to 7 years? 

Mr. Davis. Yes. 

Senator Humpurey. That has been a decided advantage compared 
to the old 5-year period? 

Mr. Davis. That gave us quite a bit of help, and especially the year 
we started, in 1947, it added another 6 months to our base period, 
and that helped considerably. The growth in that third year gave us 
quite a little relief. 

Senator Humpurey. There are two improvements that have 
been made recently in the tax laws for the benefit of small corpora- 
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tions. One is the elimination of the so-called notch rate or the jump 
theory between the $25,000 and $50,000 figure. That was the 
roadblock in the way for a small corporation that just got started, 
Before the 1950 act was passed the tax rate from $25,000 to $50,000 
was so heavy that vou couldn’t accumulate earnings for further capital 
expansion. But once you got above the $50,000 profit figure, the 
rate was less than it was betwe en the $25,000 and $50,000. 

Mr. Davis. That is right, 

Senator Humpurey. That was an improvement, I believe, made in 
the Revenue Act of 1950. 

Then the second big improvement, as I see it, was in the provisions 
regarding the carry- -back and carry- oe of losses. Formerly you 
had the 2-year iy back and 2-year ecarry-forward. Now, the 
carry-back is 1 year, but the carry-forw uid was extended to 5 years; 
including the current year. This extended the total averaging period 
from 5 years to 7 years. Now, that is helpful to a new company 
isn’t it? 

Mr. Davis. Well, it will be. I hope it is never helpful to us. 

Senator Humpurey. Actually, in your instance you haven’t had a 
chance to apply? 

Mr. Davis. That is right. 

Senator Humpnrey. Because you haven’t been in 7 years. 

Mr. Davis. That is right. 

Senator Humpurey. But what I am getting at is this: For purposes 
of capital accumulation, which, of course, is your major problem, 
as you pointed out here, the loss provisions are extremely helpful. 
I mean where you can average profits and losses for 7 years—that is 
some advantage to you? 

Mr. Davis. That is; yes, sir. 

Senator Humpnurey. I wanted to bring out the fact that while we 
have i increased rates—and I am not denying pep the rates are high— 
it’s been compensated for by two things; first, he elimination of the 
so-called notch rate, and secondly, the extension of the averaging 
period to 7 years. These provisions have surely been of some “ad- 
vantage to a small corporation. 

Mr. Davis. Oh, it surely will, yes. I mean, it will be to us when 
that situation arises. 

Senator Humpurey. And then just one final point. I was impressed 
with what you have to say about the excess-profits tax, and | think 
that this is something that the Small Business Committee will want 
to look into. I think every place you could go you would find some- 
body who, in testifying on taxes, would say that the new corporation, 
particularly the new company that is growing and expanding, has 
been hit pretty hard by the base period set for the excess- -profits tax. 

Mr. Davis. That is right. 

Senator Humpurey. What you are saying is that business activity 
without the defense program has had a normal growth. You argue 
that the excess-profits tax does not give sufficient recognition to that; 
is that correct? 

Mr. Davis. That is correct, yes. Of course, to add to that, when 
we started in business in 1947, we started with no work on the books, 
and we ended up with a year of $800,000. So our average really for 
that year was $400,000 worth of work. So that points up the point 
that you had, Senator. 
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Senator Toyz. Have you any questions to ask, Mr. Stults? 
Mr. Sruuts. Mr. Davis is a member of the Young American Busi- 
ness Conference; is that right, Mr. Davis? 

Mr. Davis. Yes. 

Mr. Stuutts. Which last year came to our committee, you may 
remember, Senator Thye and Senator Humphrey. We were able then 
to get some relief for the first 5 years of growth. Many of the small- 
business men with this growth problem have testified, seeking to 
extend that relief, rather than for the first 5 years of existence, for the 
first 5 years in which you show a profit. Would that have helped 
your LaSalle Construction Co.? 

Mr. Davis. We showed a profit from the beginning. 

Me. Srutrs. It would have made no difference to you? 

Mr. Davis. That would have made no difference. On that graph, 
when I plotted the working capital required to finance the work, that 
is what made me arrive at this 10-year period, because the working 
capital graph line intersected very closely the working capital required 
to perform that much work. That isn’t an arbitrary 10-year period. 
That graph is proof that in our particular case it takes 10 years to 
reach that position. 

Senator Toys. Fine. Well, thank you, Mr. Davis. 

You know, we are going to have to move right along. We have 
16 witnesses and if you divide that into the hours of this day, why, if 
you find me moving along quite rapidly, you will know the reason for it. 
Mr. Howard M. James. Is Mr. James here? 


STATEMENT OF HOWARD M. JAMES, TUBULAR MICROMETER CO., 
ST. JAMES, MINN. 
























Senator Tuyn. Mr. James, will you state the firm? We know that 
you are a Minnesota firm, but please state it for the record so that the 
record may be complete on that? 

Mr. James. I am the president and general manager of the Tubular 
Micrometer Co., at St. James, Minn. 

Our situation is somewhat the same as Mr. Davis’ except for the 
fact that we have been in business longer. We started our business in 
October 1942. We started with a relatively small invested capital. 
We bought out the Tubular Micrometer Co. of Milwaukee and 
moved it to St. James, and since that time we have bought out several 
related firms and continued to enlarge our lines. 

We manufacture precision hand tools, measuring tools, micrometers, 
vernier calipers, height gages, and so forth. The problem that we have 
had—probably I could read this, and it is best stated here. 

We are the only metal-working industry in our county. Our prod- 
ucts consist primarily of small hand tools for use by the machinists and 
tool and die makers. Among others, these consist of micrometers, 
vernier calipers, height gages, machinist squares, combination squares, 
and so forth, being primarily confined to the category of hand measur- 
ing tools. 

Under the present scale of defense production, we have more busi- 
ness than we can use. Our products are accepted by the various 
branches of the Government services, being purchased primarily by the 
Navy purchasing office in Washington, which purchases this type of 
tool for all the armed services. At the present time, we are holding 
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prime cortracts of somewhat over $1,500,000 and subcontracts total- 
ing a substantial amount. Our subcontracts are really purchase or- 
ders for the various dealers and other plants around the country. 

Our operations during World War II were considerably smaller than 
during this emergency. Nevertheless, we operated at a satisfactory 
profit until technicalities in contract terminations in 1945 reflected a 
net loss of $44,000 in that year. The present base period of 1946-49 
shows the following figures for our operations: 





Fiscal year ended— Net sales | a. a 
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The figures show that during the base period our sales were only 
about a half a million dollars a year. In 1950 they increased to 
$827,000; in 1951, $1,655,000. 

During 1951 our net sales reached $1,655,191.68 with a profit before 
employee bonuses and taxes of $135,000. Net profit after taxes was 
$34,161.97. I haven’t incorporated in this brief the amount of in- 
vestment required, but the investment in plant and equipment is a 
little over half a million dollars itself. 

Since the close of our base period in 1949, we have added to our 
capital investment through the addition of more money from the 
stockholders and what we could borrow, $162,761.47. During the 2 
years of 1950-51, total depreciation and amortization taken was 
$57,578.29. We received a certificate of necessity for additional 
capital equipment and a new building for 70 percent of $108,000, or 
an amount of $75,600, which can be amortized over a period of 5 years. 

During the period from 1946 through 1949, our average employ- 
ment was about 135 people. We now employ 410 people. Sales in 
1952 should total between $2 and $2% million. 

The principal reason for our sales being so low during the base 
period was due to the fact that the many thousands of our tools and 
those of our competitors were thrown onto the market at greatly 
reduced prices by those in the salvage business. The salvage opera- 
tors operated at a considerable profit to our disadvantage, due to the 
fact that they had purchased these tools from the War Assets for 5 to 
10 cents on the dollar, and resold them at 50 cents on the dollar. 
During this period, w e had hopes that eventually the surplus tools 
would be off the market and we would again be able to operate at a 
satisfactory profit when the present defense program and the resultant 
excess-profits-tax law came into effect. 

Our present volume of business demands the expansion of our 
facilities as outlined above. Under our present tax set-up, borrowing 
for current needs is difficult, due to the fact that the banks do not 
anticipate our survival. It seems that when there is an emergency, 
our products are in great demand. When there is no emergency, we 
are competing with Uncle Sam for a market which should belong to 
this industry. The nature of this business is such that it takes years 
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for a proper tooling program and, therefore, precludes the possibility 
of converting to other products unless we discontinue this type of 
business entirely. If we do this, to what source will the industries 
and armed services of the country look for their precision tool require- 
ments? 

The present tax law recognizes hardship cases on businesses which 
have been ste arted since the beginning of the 1946-49 base period. 
Other methods of computation and other alternatives are available, 
none of which allow a base which should average out at a satisfactory 
investment in this type of business throuch the base period and the 
present period of inflation. It appears that only those companies 
which are already strong receive protection in the present tax set-up. 
There are four of us in this type of business whose products generally 
are acceptable to the Navy purchasing office. Our three major com- 
petitors are all over 75 years old and have substantial means that 
allow them satisfactory profits. We manufacture very high quality 
products which are now in acute demand. Our operations are effi- 
cient and our costs very favdrabl le in the light of competition. 

Is there no relief? If there is none, would it not be wise for us to 
liquidate our business at a time when machine tools and the other 
equipment used in the manufacture of our products is in great demand? 
We have it on good authority that the armed services’ direct purchases 
for our type of product were approximately as much from us as from 
all others, in the aggregate. This is due to the fact that we are operat- 
ing in a low-cost area as compared with our major competitors, who 
have indicated that they are not too interested in selling the Govern- 
ment directly. 

Is it not possible for a growing business such as ours to pay a just 
tax, contribute to the defense effort, and still remain sound Gnancislly? 

Our problem seems to be this: That we are too old to have gotten 
any consideration under the relief set up under the 1951 act because 
we have been in business since 1942. However, in a normal period, 
the base period, which is supposed to be a normal period of operation, 
was very abnormal. Now, our business comes under the distressed 
industries classification. You can take a percentage of the average 
investment during that period. It does not account for the invest- 
ment we have had to make since that period and, consequently, we 
can’t operate at a satisfactory profit. Now, with the investment that 
we have made since the base period, it will be many years before we 
will get out in profits just that additional investment. 

Senator Tuyn. Are there any questions? 

Senator Humpurey. How much of a certificate did you ge 

Mr. James. Seventy percent of $108,000. 

Senator Humpnrey. How much capital have you added? 

Mr. James. $165,000. 

Senator Humpurey. You have added $165,000 total new capital, 
right? 

Mr. James. Since 1949. 

Senator Humpurey. And you got $102,000—how much was your 
certificate for, 70 percent of what? 

Mr. James. Seventy percent of $108,000. But this $165,000 is over 
and above that. 

Senator Humpurey. Oh, it is over and above that. 
Mr. James. That is right. 


t? 
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Senator Humpurey. In other words, $108,000, 70 percent, you got 
about | 

Mr. James. $75,000. 

Senator Humpurey. About $75,000, amortization on a 5-year 
period, is that right? 

Mr. James. That is right. 

Senator Humpnrey. What is your tax rate? Is it 52? 

Mr. James. 52 and 30. 

Senator Humpnurey. 52 and 30; 30 is your—— 

Mr. James. Excess profits. 

Senator Humpurey. Excess profits. And your tax rate is 52, and 
you got a $75,000 tax certificate? 

Mr. James. That is right. ; 

Senator Humpurey. How is your net? Has your net gone up con- 
siderably in the last 2 2. years? 

Mr. James. Oh, yes; it’s gone up. We have felt this. Our prod- 
ucts are selling for exac tly the same, or even less in some cases, than 
they were 5 years ago. It doesn’t appear to be any advantage to ask 
for a price increase because renegotiation and taxes take it anyway, 
so we run along at the old prices. 

Senator Humpurey. But isn’t your net profit building up to a 
point where you are going to be able to compensate for your capital 
investment? You increased your sales sixfold in the last 5 years, 4 
years. 

Mr. James. No, about threefold. 

Senator Humpurey. Threefold. What did you have in 1949? 

Mr. James. $600,000. 

Senator Humpurey. I see. Now you have——? 

Mr. James. 1950 was 827. 1951 was 1,000,006. 

Senator Humpnrey. And you estimate 1952 for what? 

Mr. James. Two to two and a half. 

Senator Humpurey. Two to two and a half. Your problem is that 
you don’t get the advantage of the base period? 

Mr. James. That is right. 

Senator Humpnrey. Because the problem before was that the base 
period wasn’t a big enough span to get a good test. 

Mr. James. That is right. I think that one of our biggest problems 
is this, that they allow you a percentage under the distressed industry 
group on the amount of investment through the base period, but 
anything you have invested since is of no advantage to you. 

Senator Toye. Thank you, Mr. James. 

(Witness excused.) 

Mr. Neils, please. 


STATEMENT OF HENRY J. NEILS, TREASURER, FLOUR CITY ORNA- 
MENTAL IRON CO., MINNEAPOLIS, MINN. 


Mr. Nerus. Senator Thye and Senator Humphrey, gentlemen, my 
name is He mry J. Neils. Iam treasurer of the Flour City Ornamental 
Iron Co., 2637 Twenty-seventh Avenue South, Minneapolis, Minn., 
a business founded in 1893, and at the present time employing approxi- 
mately 500 persons. I am present on your invitation to submit data 
in connection with Federal tax laws and their effect on small-business 
enterprises, of which our company is one. In order to present a 
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clearer picture, will you please bear with me while I present a little 
background. 

Assuming that your committee is interested in specific cases, I had 
our certified public accountants, Austin & Co., 1124 Roanoke Build- 
ing, Minneapolis, Minn., prepare statistics bearing on renegotiation 
and taxes for the period of World War II, which in our business we 
consider the years 1941 through 1946. Although VJ-day occurred on 
August 14, 1945, it took approximately a year to wind up terminations 
of Government contracts, and the resultant expense, in the opinion 
of our auditors, is a proper charge against the war period. 

Contracts on hand on August 1, 1945, consisting entirely of war 
work totaled $9,823,000. Commencing on August 14, and in rapid 
succession thereafter, telegraphic instructions, per sample attached, 
were received terminating war contracts: 

CoLtumBus, Onro., August 14. 
Fiour Crry ORNAMENTAL IRON Co. 

Your contract listed below hereby terminated to the extent stated. Immedi- 
ately stop all work. Terminate all subcontracts and place no further orders 
except as to additional work or material required to complete any unterminated 
portion of your contract or that you or a subcontractor wish to retain and con- 
tinue for your own account. Letter and instructions follow. 

1. Contract No. 52-7662—-24=2. Extent of termination: complete contract 
district engineer United States Engineer Office, St. Paul, Minn, for advice on 
procedure end 22614 ORDAN= 

R. C. Tyuer, 
Lieutenant Colonel, Corps of Engineers, 
Contracting Officer, Ohio River Division. 

By October 31, all contracts were terminated. In the fiscal year 
ended October 31, 1946, the impact of terminations resulted in a loss 
of $560,000. This loss, under the tax law, was permitted to be carried 
back. 

During the war period voluntary reductions in unit prices made 
by the company resulted in savings to the Navy of $1,252,622, and 
to the Army of $1,421,891. The company did its own financing and 
was not assisted in any way by Government-furnished facilities. It 
assumed all of the risks incident to production of items which were 
entirely new, and received five citations from the Navy for excellence 
in performing contracts on time for various branches of the armed 
services. 

The gross profit on $36,000,000 worth of work performed during 
World War II was $9,446,540, of which $8,258,998 was paid to the 
Government by way of renegotiation and taxes. There remained 
a net profit of $1,187,541, or approximately 3 percent. 

Senator Toys. Mr. Neils, what was your investment there? What 
is your total investment? 

Mr. Neizs. Our investment is approximately $2,000,000. 

Senator Toye. Two million. And over a period of how many years 
did you have a net there? 

Mr. Nets. This is 6 years. 

Senator Tuy. Over a period of 6 years you had a profit there of 
a million 

Mr. Nerus. A million, one eighty-seven. One million, approxi- 
mately 200,000: 

Senator Toyz. Thank you. I am sorry for the interruption. 

Mr. Nets. That is all right. 
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The first renegotiation agreement was dated April 23, 1943; the 
second, October 17, 1944; the third, October 16, 1945; and the fourth, 
November 26, 1946. In the period before the first renegotiation 
refund, the officers and board of directors of our company were under 
the impression that a satisfactory profit was being made and con- 
tinued to pay modest dividends, and also sold capital stock in the 
amount of $250,000, realizing that additional working capital would 
be required to carry on the higher volume of business. In retrospect 
and after deducting renegotiation and taxes and the necessary capital 
expenditures to carry on the large volume of war work, it appears 
that dividends were paid from the proceeds of the sale of stock 
rather than from cash profits. 

The schedule of application of funds as prepared by Austin & Co. 
and included in data being submitted herewith indicates that work- 
ing capital during the war period increased by $432,000. Reducing 
this by the sale of stock in the amount of $250,000 would show a net 
increase in working capital for the war period of $182,000 as a result 
of performing $36,000,000 in contracts. 

It may be argued that the purchase of fixed assets in the amount 
of $492,000 during the war period was of great benefit to the company. 
The equipment purchased, however, was of a special nature and not 
particularly suitable for the production of architectural metal work. 
This is substantiated by the fact that in the postwar period purchases 
of fixed assets amounted to $250,000. 

Needless to say, when the final renegotiation agreement was 
entered into calling for a refund of $431,000 to the United States 
Treasury, the company had no funds available to meet this obliga- 
tion. An application for hardship was submitted to the Renegotia- 
tion Board, which recommended deferment of the obligation for 12 
months without interest. This was a help. 

In my opinion, only one of two conclusions can be drawn from this 
presentation of facts: Either renegotiation of profits was too severe 
or the tax rate on profits remaining after renegotiation was too high. 
After a company has performed a service to the country in expanding 
its facilities and turning out war work at the rate indicated, it should 
be left in a position after paving modest dividends of not being 
exposed to financial insolvency. 

The postwar period covered by the attached analysis prepared by 
Austin & Co. covers the 5 years 1947 through 1951. This shows 
the rapid progress the company has made domg its normal civilian 
work, fabrication and installation of architectural metal for build- 
ings, and adding a new product of Aluma Craft boats. 

Just to digress a little from the presentation, the postwar period 
showed a profit before taxes of $3,621,000, and after renegotiation of 
$34,000 and taxes of $1,788,000, the remaining profit was $1,798,000, 
or 8.5 percent. 

Senator HumpHrey. How many years? 

Mr. Ners. That is 5 years. 

Senator Humpurey. Five-year postwar period. 

Mr. Nets. 8.5 percent postwar compared with 3 percent during 
the war, and the accumulation of working capital in the postwar period 
was $939,000 compared with $182,000 in the war period. 

Senator Humpurey. For a 6-year period? 

Mr. Nets. For a 6-vear period. 
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Your attention, however, is called to the year 1951, when the 
company again is faced with renegotiation of defense contracts and 
a high tax rate. The earnings in 1951 were $1,448,431, and the taxes 
$947,862, leaving net earnings of $500,568. No provision has been 
made for renegotiation of defense contracts because the amount is 
not determinable. Any renegotiation refund will reduce the gain 
for that year. ‘To make an additional gain of $150,000 before renego- 
tiation in 1951, it was necessary to increase sales by $3,000,000, or 
approximately double 1950 volume. It must also be taken into 
account that taxes for the fiscal year ended October 31, 1951, were 
on the basis of % at the old rate and % at the new rate. Future 
years will carry a heavier tax. 

If renegotiation and taxes are to continue at their present rate, 
the company will undoubtedly find itself in a situation similar to 
that which existed at the end of the war period 1946. And I can 
insert there that it was very serious, and we wouid be glad to go into 
a little further detail in connection with the difficulty our company 
had after the war. 

Although renegotiation is not as serious a matter to our company 
as it was in World War II, excess-profits taxes drain away much 
needed cash working capital. This tax amounted to $229,830 for 
1951. It is the opinion of the officers and board of directors of our 
compary that Federal income taxes on business organizations should 
not exceed 50 percent. This would leave the remaining 50 percent 
for the payment of dividends and normal expansion, to say nothing 
about replacing obsolete and worn-out equipment which costs 231 
percent of what it did 10 years ago. The investment of capital assets 
of our company per employee at the present time stands at $2,300. 
The estimated replacement cost of this equipment per employee as of 
today is $5,700. Normal depreciation reserves do not cover the cost 
of replacements. The difference has to be taken from cash earnings, 
and these are inadequate if the income-tax rate is higher than 50 
percent, 

A further depletion of working capital is the progressive increase 
of the percentage of taxes due each quarter. From 1913 to 1950, the 
Treasury Department was satisfied to receive 25 percent of the tax 
quarterly in the following year. 

Senator Humpurey. Are you now talking about the stepped-up 
schedule? 

Mr. Nets. Yes, sir; that is right. In 1951, 30 percent of the tax 
is required in the first quarter, 30 percent in the second quarter, 20 
percent in the third quarter, and 20 percent in the fourth quarter. La 
1952, 35 percent of the tax is required in the first quarter, 35 percent 
in the second quarter, 15 percent in the third quarter, and 15 percent 
in the fourth quarter. In 1953, 40 percent of the tax is required in 
the first quarter, 40 percent in the second quarter, 10 percent in the 
third quarter, and 10 percent in the fourth quarter. In 1954, 45 
percent of the tax is required in the first quarter, 45 percent in the 
second quarter, 5 percent in the third quarter, and 5 percent im the 
fourth quarter. In 1955, 50 percent of the tax is required in the 
first quarter and 50 percent in the second quarter. 

It would be my recommendation that business organizations be 
permitted to pay their Federal taxes in 10 equal installments commenc- 
ing with the third month after the close of their fiscal year. 
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Senator Humpurey. The point there is that you frequently are 
compelled to go out in the money market to borrow money to pick up 
the taxes. 

Mr. Netus. That is correct, Senator Humphrey. 

Senator Humpurey. And if you could have a 2 months’ lag so that 
you could start off then with a 10 percent on the remaining 10 ‘months, 
you wouldn’t have to step out and borrow on a short-term basis in 
order to pay the taxes for the past year; is that the point? 

Mr. Neris. That is the point, and it is paying your taxes on the 
installment plan. When you are dealing with taxes here like we have 
to pay April 15, already owing the bank a half a million dollars, and 
then you go to them and say “I need $380,000 to pay my income tax 
installment coming due April 15,’ well, you don’t want to be put in 
the position where you have to make such a request because some 
day you might be turned down. If the employees pay as they go by 
having the withholding taxes deducted, certainly the corporation 
should have the privilege of making these installment payments of 
income taxes such that they can make the hurdle, a low hurdle, 10 
times a year instead of trying to make a very high hurdle once and 
probably break their neck doing it. 

Senator Humpnery. You also are faced with the fact that under a 
business-expansion program you may have to step into the money 
market for capital improvement and you have two loans then on your 
hands. You have your capital-improvement loan, which, of course, 
is a matter of rating against your credit, and then you have the tax 
loan, which is a short-term loan. You may be going to the same 
money market for two separate loans for two separate purposes. 

Mr. Nets. That is correct. Unless you have a very wide distribu- 
tion of your capital stock and you have good financial connections, a 
small corporation has tremendous difficulty in floating a capital stock 
issue, 

Senator Humpurey. That is correct. 

Mr. Nerts. The management of our company is of the opinion 
that renegotiation of defense contracts is not a desirable method of 
reducing profits. For one reason, such refunds are paid into the 
United States Treasury and not made available for savings by the 
departments of defense, whose contracts have been renegotiated. 
The other reason is that most of the defense contracts now contain 
clauses for redetermination of price after a certain production run has 
been made. In this way the Department of Defense that entered into 
the contract gets the benefit of any saving that is made in redetermina- 
tion of price downward. There naturally are cases where the price 
has to be redetermined upward so as not to work a hardship on the 
contractor. 

If any further data is required, our company stands ready to furnish 
additional information upon your request. 

Senator Tuyr. Are there any further questions of Mr. Neils? 

Thank you, Mr. Neils. 

(Witness excused.) 

(Data submitted by Mr. Neils follows:) 
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Austin & Co., 
Minneapolis, March 28, 1962. 
The Fiour Crry ORNAMENTAL IRON Co., 
2637 Twenty-seventh Avenue South, Minnespolis, Minn. 


GENTLEMEN: We have prepared from your books and records, from the 
internal-revenue agent’s reports, and from reports on renegotiation, a summary of 
the results of operations for the fiscal years starting in 1941 and ending with the 
fiscal year ended October 31, 1951, as follows: 


War ne | Postwar 5-year 
| period, Jan. 1, | period, Nov. 1, 
| “1941, to Oct.” | 1946, to Oct, *| 78D. 1, 1941, to 


Total period, 


| 
31, 1946 | 31, 1951 Oct. 31, 1951 


' 


Salts..........--.---------------------------------------] $36, 409, 535. 47 | $20, 764, 521.80 | $57, 174, 057. 27 


Net profit, before renegotiation and Federal income | 
taxes. wsauaessseseecceeneceececee-e--| 9,446, 540.79 | 3,621, 554.85 | 13,068,095. 64 


Renegotiation (gross). ..............---...--------------| 5, 756, 507.38 | 34, 400. 00 5, 790, 907. 38 


es | 


Net profit, after renegotiation...-.............-. 4 3, 690, 033. 41 3, 587, 154. 85 7, 277, 188. 26 
Féderal income and excess-profits taxes__...........-- 2, 502, 491.43 | 1, 788, 478. 35 4, 290, 969. 78 


Peet PRUs WAM... ., «oo ovsecc Scwiewccsucccsece]’’ 2; 187, 601.58 1, 798, 676. 50 


2, 986, 218. 48 


These figures have been summarized so as to show the war period from 1941 to 
October 31, 1946, and also the postwar period from November 1, 1946, to October 
31, 1951. The internal-revenue agent’s reports go only through October 31, 
1949; but, for the period prior to that time, all Federal adjustments, including 
loss carry-back, have been recognized. 

We are presenting on page 2 a statement of application of funds for each of 
the two periods, which statement shows how all earnings and the proceeds from 
the sale of stock have been utilized. Following these exhibits are a series of 
schedules in support of the figures shown on this page. 

These figures have all been reconciled and proven with both the internal- 
revenue agent’s reports and the books of the company, and are therefore to be 
considered dependable. 

Respectfully submitted. 


[SEAL] Austin & Co., 
Certified Public Accountants. 


Tue Fiour Ciry ORNAMENTAL IRON Co. 
Exursit A.—Application-of-funds statement, Jan. 1, 1941, to Oct. 31, 1946 


Funds provided by— 
Operations: 
Profits before renegotiation and Federal taxes $9, 446, 540. 79 
Add recovery of fixed assets through depreciation 
ORRIE LO CDANINNS oa so oo hans Susan bbw ediadse 230, 710. 57 


9, 677, 251. 36 
14, 897. 00 


9, 662, 354. 36 
Reduction in advances to employees. _.....-----.-.---------- 272. 78 
eI Si A I es ssn haw dds dm em ema ome 160. 
Reduction in prepaid expenses 5. a ck See 425. 
Refund of income taxes years prior to Jan. 1, 1941 9, 324. 
Sale of capital stock 250, 000. 


Total funds provided 





TAX PROBLEMS OF SMALL BUSINESS 249 


Exurisit A.—Application-of-funds statement, Jan. 1, 1941, to Oct. 31, 1946— 


Continued 
Funds applied to— 
Payment of cash dividends. -..........---- $385, 235. 00 
Payment of United States renegotiation —__-- 5, 756, 507. 38 
Payment of Federal income taxes_....__--- 2, 502, 491. 43 
Purchase of Champion stock..__.._....---- 299, 997. 00 
Purchase of fixed assets (net)_.______- eee 492, 657. 03 
Purchase of additional insurance - — - _ ~~ oe 7, 391. 59 
Provision for postwar refund credit. ._.___-- 45, 951. 78 


Increase in working capital: 
Increase in current as- 
te... SS. SS ae ar ao 
Increase in current lia- 
DIMUOS. . .nwsncumwe... to mts Om Ge 
—__——_—————._ 432, 305. 16 


Pan RRS NN iy De eee $9, 922, 536. 37 


Exuipitr B.—Apolicavion-of-funds statement, Nov. 1, 1946, to Oct. 31, 1961 


Funds provided by— 
Operations: 

Net profit before renegotiation and Federal income and 
SUSNN a en J LE a. 2a $3, 621, 554. 85 

Add investme nt in fixed assets recovered through depre- 
ciation charges to operations_............_.....--- 234, 930. 27 
3, 856, 485. 12 
oe oe eee aes 6, 446. 75 


Provided by SNES. 20 a 5 ens beh ; 3, 850, 038. 37 
Received from Champion Matorren 0Rz...... 2 ene n can. 225, 000. 00 
Portion of Champion loan transferred to current ____- see 75, 000. 00 
Disposal of Champion stock through payment of expe nses_____- 49, 997. 00 
Reduction of prepaid insurance___...........-.----- 5, 619. 02 
Collection of postwar refund credit 


Less increase in cash value life insurance 


Givin iabeert ase wae eee eoadsea 45, 951. 78 


OU TERE TU nnn. nw caaataoencecdid duc cces ee 4, 251, 606. 17 
Funds applied to— 
Federal renegotiation - - - - - Perea tes kak $34, 400. 00 
Federal income and excess-profits taxes_._._.._ 1, 788, 478. 35 
Payment of cash dividends. -_...........-- 412, 500. 00 
Purchase of fixed assets (net)........------ 250, 418. 03 
Loan to Champion Motors_--......-...---- 800, 600. 00 
Advances to employees.................-.. 4, 791. 56 


Premeia empenees. 25. 2. oot 
Increase in working capital: 
Decrease in current li- 


aaa cae 20, 021. 95 


avunitwe oe _. $1, 250, 468. 14 
Decrease in current as- 
i See TO 311, 532. 79 


wt 938, 935. 35 
Small unexplained differences 
between interna] -revenve 
agent’s report and books____..___._.---- 2, 060. 93 





OU Fee Ma dls cc sae ees ey ee 4, 251, 606. 17 
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Exuisirt C.—Application-of-funds statement, Jan. 1, 1941, to Oct. 31, 1951 


Funds provided by— 
Operations: 
Net profit before renegotiation and Federal income 
NR a ala a hs TS iia ree sree rs ete ta $13, 068, 095. 64 
Add investment in fixed assets recovered through 
465, 640. 84 
13, 533, 736. 48 
21, 343. 75 


Provided by operations_- 13, 512, 392. 73 
Refund of money advanced for bids____. Pies 160. 00 
Refund of income taxes for years prior Se SO0E Roos 9, 314. 23 
Proceeds from sale of capital stock. se 250, 000. 00 
Received from Champion Motors in “payment of loan____- 225, 000. 00 
Current portion of Champion loan transferred to current. _ 75, 000. 00 


Total funds provided___-_- 14, 071, 876. 96 


Funds applied to— 
Federal renegotiation $5, 790, 907. 38 
Federal income and excess-profits taxes_... 4, 290, 969. 7 
Payment of cash dividends. -.........-.--. 797, 735. 
Disposal of Champion 
Motors stock $299, 997. 00 
Payment of expenses-__----- 49, 997. 0 


Paid out as dividend 250, 000. 
Money loaned to Champion Motors__---- , 000. 
Purchase of plant assets (net)_.____-_-- 743, 075. 
Increase in prepaid insurance - - - ; J , tia § 
Advanced to employees - - Fy g 4, 518. 
Prepaid expenses _ - 9, 596. 
Increase in working capital: 

Increase in current 


assets 


ae . $2, ¢ 
Increase in current lia- 
bilities _ — - : L, |, 036, 697. 


71, 240. 51 


Total funds applied 4, 069, 816. 03 
Add small unexplained differences between 
internal-revenue agent’s report and books- 2, 060. 93 


Total 14, 071, 876. 96 


Analysis supporting items on p. 1 
Sales by years: 
Fiscal year ended Oct. 31, 1! $2, 966, 895. 88 
Fiscal year ended Oct. 31, 1942___..----- 4, 463, 709. 84 
Fiscal year ended Oct. 31, 194: _.-. 9, 548, 083. 04 
Fiscal year ended Oct. 31, 1944____- : 8, 309, 010. 54 
Fiseal year ended Oct. 31, 194: : 9, 523, 521. 28 
Fiscal year ended Oct. 31, 1946 : 598, 314. 89 
Total period Jan. 1, 1941, to Oct. 31, 1946____.-.--..-. $36, 409, 535. 47 
Fiscal year ended Oct, 31, 1947 -.-- $3, 987, 430. 77 
Fiscal year ended Oct. 31, 1948___- ..-- 3, 197, 832. 36 
Fiscal year ended Oct. 31, 1949 3, 289, 185. 49 
Fiscal vear ended Oct. 31, 1950_ 3, 676, 061. 49 
Fiscal year ended Oct. 31, 1951 6, 614, 011. 69 


Total period Nov. 1, 1946, to Oct. 31, 1951__----- 20, 764, 521. 80 


Total period Jan. 1, 1941, to Oct. 31, 1951 57, 174, 057. 27 
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Exuisit C.—Application-of-funds statement, Jan. 1, 1941, to Oct. 31, 1951—Con. 


Analysis supporting items on p. 1—Continued 


Net profit before renegotiation and income taxes: 


Fiscal year ended Oct. 31, 1941_____- te $698, 743. 07 
Fiscal year ended Oct. 31, 1942__...--..-. 1, 397, 626. 80 
Fiscal year ended Oct. 31, 1943_....------ 3, 145, 406. 55 
Fiscal year ended Oct. 31, 1944___......... 2, 537, 804. 83 
Fiscal year ended Oct. 31, 1945_____- wa ty ani, O46. 26 
Fiscal year ended Oct. 31, 1946__...------ — 560, 383. 72 
Total period Jan. 1, 1941, to Oct. 31, 1946____- $9, 446, 540. 79 
Fiscal year ended Oct. 31, 1947_____- $400, 412. 21 
Fiscal vear ended Oct. 31, 1948___._.----- 566, 037. 02 
Fiscal year ended Oct. 31, 1949_____--- ae 591, 327. 79 
Fiscal year ended Oct. 31, 1950___- gos. 615, 346. 32 
Fiscal vear ended Oct. 31, 1951_._._.------ 1, 448, 431. 51 
Total period Nov. 1, 1946, to Oct. 31, 1951_.---------- 3, 621, 554. 85 
Total period Jan. 1, 1941, to Oct. 31, 1951.._..-------- 18, 068, 095. 64 


tenegotiation by years: 


Fiscal year ended Oct. 31, 1941._.............-- s ae None 
Fiscal year ended Oct. 31, 1942_........_...-- $679, 875. 27 
Lee tax Oe 2 8S oe ese ete ekase ES. 505, 987. 33 
sedeunbalbatsce teckel 
Net J : poeta S 173, 887. 94 
Fiscal ‘year ended Oct. Rs Nas ook cope a ~ 822, 561. 11 
Less tax credit_.....-. sas ued , 470, , 978. 34 
Rr a a re ee oe A ee pe aah oo bie 351, 582. 77 
Fiscal vear ended Oct. Ga, POOBi coos eden $1, 580, 000. 60 
Less tax cre¢ lit ON ee tee Se 1, 285, 887. 70 
mets. ot ee Joes. Jc. SC aetede oot ae 294, 112. 30 
Fiscal vear en: ded Oct. hs SOOO dd ds ete $1, 674, 071. 00 
Lees tax CPaaies <6 Sc cecuas aa rapes 6 ko 1, 242, 300. 82 
PEL Sevan ee pete kas Boke we OEE SE See ee se oees 431, 770. 18 
Net renegotiation to ~ Des es A ig -. 1, 261, 853. 19 
Fiscal year ended Oct. 3 1947 eee oes None 
Fiscal vear ended Oct. a1’ A. Se a ae ee $34, 400. 00 
EO. el ARE 2S 5 ee a 13, 072 00 
Net nh ianin: ke eine data tales Pas 21, 328. 00 
Fiscal ve: ar ended Oct. et Me Ss Se ee Ba i“ None 
Fiscal year ended Oct. 31, PR dkck chee de Sa ds OL None 
Pingel wear Bneged: (et. Gl 10016. cise ee bee whee ee ccs None 
Ee eS tk Fe ae a eh RR ara 1,2 272, 681. 19 
Recapitulation as shown on p. 1: 
"TP Oths TONCRGHNEON | 2s « si 3.8 bd 0 oe $5, 790, 907. 38 
RINNE Caio Wass aictertlan abi hace a Were me 4, 518, 226. 19 


1, 272, , 681. 19 


Note,—Renegotiation is shown gross on p. 1, and tax credits have been adjusted through taxes, 


Fiseal years ended Oct, 31, 1950 and 1951, have not as yet been examined for renegotiation or by internale 


revenue agent. 


98399—52—pt. 


1——17 
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Exuipit C.—Application-of-funds statement, Jan. 1, 1941, to Oct. $1, 1951—Con. 







Analysis supporting items on p. 1—Continued 





Federal income and excess-profits taxes by years: 








Fiscal year ended Oct. 31, 1941_....._..__-- $435, 725. 54 
Fiscal year ended Oct. 31, 1942__...-.._._-_. 472, 521. 25 
Fiscal year ended Oct. 31, 1943_..........._ 959, 713. 82 
Fiscal year ended Oct. 31, 1944.........._.. 1 230, 375. 03 
Fiscal year ended Oct. 31, 1945_......._.__- 404, 155. 79 
Fiscal year ended Oct. 31, 1946_......_.___- 0 






Total war period Jan. 1, 1941, to Oct. 31, 











SOs bse eee as abi awn Sdn obicn sete --- $2, 502, 491. 43 
Fiscal year ended Oct. 31, 1947_....__..-_-- $152, 707. 76 
Fiscal year ended Oct. 31, 1948............. 215, 007.41 
Fiscal year ended Oct. 31, 1949_...__.._._.. 211, 471. 21 
Fiseal year ended Oct. 31, 1950_.__-- ae ee 
Fiscal year ended Oct. 31, 1951-........_.... 947, 862. 87 

Total postwar period Nov. 1, 1946, to Oct. 31, 1951 : 1, 788, 478. 35 









Total Federal income and excess-profits taxes from 
wan, 1, 2061, 40 0906./61,°1051: 22.2... a sewsciswm My ZOO O60. 78 


© 









A 


profit remaining: 















Fiscal year ended Oct. 31, 1941_......__-__- $263, 017. 53 
Fiscal year ended Oct. 31, 1942__......_.__- 245, 230. 28 
Fiscal year ended Oct. 31, 1948__......._... 363, 131. 62 ; 
Fiscal year ended Oct. 31, 1944__..._._____- 727, 429. 80 
Fiscal year ended Oct. 31, 1945_........_... 149, 116. 47 
Fiscal year ended Oct. 31, 1946_......_.--_- — 560, 383. 72 ; 

Total war period Jan. 1, 1941, to Oct. 31, 1946__ ..__.. 1, 187, 541. 98 : 
Fiscal year ended Oct. 31, 1947__...__-___-- $247, 704. 45 4 
Fiscal year ended Oct. 31, 1948_......._..._.. 351, 029. 61 { 
Fiscal year ended Oct. 31, 1949_....._.--_-- 345, 456. 58 ‘ 
Fiscal vear ended Oct. 31, 1950............. 353, 917. 22 : 
Fiscal year ended Oct. 31, 1951---.._._-..-- 500, 568. 64 

Total postwar period Nov. 1, 1946, to Oct. 31, 1951____- 1, 798, 676. 50 








Total profits remaining (after renegotiation and Federal 
taxes) from Jan. 1, 1941, to Oct. 31, 1951_._.._-_._--. 2, 986, 218. 48 


1 Income taxes for fiscal year ended Oct, 31, 1944, reduced by loss carry-back from 1946. 
















Senator Tuyn. We are going to call on Mr. David Taylor of the 
Taylor Lumber Co., of Marshall, Minn., because I understand that 
Mr. Taylor wants to get back to his lumberyard because of a fiood 
condition out there. So, we will call on Mr. Taylor immediately and 
permit him to be on his way. 













STATEMENT OF DAVID TAYLOR, SECRETARY AND MANAGER, i 
TAYLOR LUMBER CO., MARSHALL, MINN. ; 

A 

Senator Taye. All right, Mr. Taylor, you may proceed. j 
Mr. Taytor. My name is Dave Taylor, and I operate the Taylor [FF 
Lumber Co. at Marshall. It is a corporation of which I am secretary i 
and manager. ; 






We started this business in 1943 with a very limited amount of 
capital with which we purchased an old building originally built for 
a machine shed about 1900, and this we converted into a makeshift 
lumber shed, which has served its purpose pretty well. This gave us 








ile ta eae i ae 





we 
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an opportunity to get our business established, and our plans were 
eventually to build a suitable plant. The past 9 years have enabled 
us to build our business to a point where we have a potential volume 
for such a plant, and we feel that if we are to continue successfully 
over a period of years it will be necessary to do this building. 

It is my opinion that a business cannot reach a point and then just 
remain at that point. It either advances or declines; it just doesn’t 
stand still. ‘Through these past 9 years we have been faced with an 
ever-present increase in cost. Our inventory cost has doubled and 
our general overhead has increased proportionately, and, above all 
else, this tax burden has become a terrific burden. 

Many times I have looked across the street at our cooperative 
competitor who purchased his business with pretty free money and 
because of tax privileges he isn’t bothered with the problem of being 
able to take enough out of his earnings to take care of his expansion. 

In 1951 our business paid better than $20,000 in taxes. ‘This, 
gentlemen, is an aggregate of all taxes, State, local, and Federal taxes, 
but 75 percent of this amount was F ederal taxes, and that means that 
better than $1,500 per month had to be met out of our earnings 
before we could have money to pay our bills payable and our over- 
head, our wages, and so on, before we ever derived any profit out of 
the business. 

Well, today we would like to build that new plant, and we have 
estimated this cost to be between $70,000 and $80,000. We would 
have to borrow the money to do this building, and a loan with our 
banker out at Marshall would be quite an accomplishment. But we 
would need also more capital to increase our inventory in order to 
enable us to create a bigger volume and thereby create greater earnings 
from which we could pay off our loan. 

Senator Tuyr. How many years would it take you, Mr. Taylor, 
under your present business and your anticipated expansion, to retire 
the indebtedness incurred to build your new physical plant? 

Mr. Taytor. Well, I don’t see how we could ever retire it. 

Senator Tuy. In other words, the present tax take is destroying 
venture capital? 

Mr. Taytor. That is right. 

Senator Ture. And you cannot venture in unless the banker is 
willing to take a chance, and you cannot foresee the time that you 
would retire that and still retain a profit for yourself? 

Mr. Taytor. That is right, Senator Thye, and I don’t feel that it 
is any more than right to expect that eventually you could wind up 
owning a debt-free business. I think that that is something we all 
more or less look for, and under the present tax structure it just 
isn’t going to be possible to do that. 

Our business is small, it is very small, it is insignificant in many 
ways, but it does earn a ‘living for us. 

Senator Tuyg. Well, you say that you in your lifetime, your ex- 
pected lifetime, couldn’t see that you could retire that type of an 
indebtedness in order to put your plant in efficient use? 

Mr. Taytor. That is right. 

Senator Toyz. That is the tax situation that you are faced with? 
Mr. Taytor. That is right. 

Senator HumpHrey. What rate do you pay? 
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Mr. Taytor. Well, we pay—this last year, and I am not too sure, 
Senator Humphrey—we have an auditing firm that takes care of the 
taxes and I am only concerned with the amount of money 

Senator Humpurey. Left over. 

Mr. Taytor. Yes. I think we were about 44 percent. 

Senator Humpnrey. You are incorporated? 

Mr. Taytor. We are incorporated, yes, sir; a small family cor- 
poration. 

Senator Humpnrey. I see. 

Mr. Taytor. But we do feel that, if this theory of mine is correct, 

nasmuch as a business can’t stand still, it’s either got to grow or 
devs riorate, eventually then our business would de ‘teriorate to a point 
where it didn’t exist or we would be gobbled up by a tax-privileged 
organization. And that isn’t true only to our business. I think it 
is true to many other small businesses, in other words, most all small 
pusinesses. 

Senator Humpnrey. Are you hit by the excess-profits tax? 

Mr. Taytor. Not this past year. We were the year before to a 
small extent. We don’t worry too much about excess profits. 

Senator Humpnurey. I was wondering how you got that 44-percent 
rate then? 

Mr. Taytor. That came out through—I am not too familiar with 
that, but the auditor explained it to me—that came out through the 
1947, 1948 vears, 

Senator Torr. Those were your high years? 

ee Taytor. Yes. Our business has been declining the last 2 or 

years. 

Senator Taye. In other words, your net profits have been less on 
the individual item that you handle? 

Mr. Taytor. That is true. 

Senator Ture. You had a better year in 1947 and 1948? 

Mr. Taytor. Very much. ‘That is one of the problems that I have. 

I am concerned with the hope that there will be not a necessity of 
increasing ts axes to any higher point and I sincerely hope that at the 
earlie st possible time we will be able to lower these taxes and at least 
not increase them until the other business corporations that do have 
tax-free privileges are taxed. 

[ appreciate very much the opportunity of being here, and I ap- 
preciate the courtesy of being able to get away. 

Senator THYE. We wanted to accommodate you, and we are very, 
very sorry, Mr. Taylor, that you are faced with that flood condition 
down there. I want to say, as a Member of Congress, that we en- 
deavored all last year to find some way of aiding in the control of that 
flood. And to you business people I want to say this: That once in a 
while you are inclined to criticize those of us in Congress who make an 
appropriation to try to correct a flood situation somewhere in the land. 
Now, Mr. Taylor is again faced with a flood situation at Marshall, and 
if you see us voting a ‘few thousand dollars for the engineers to make a 
preliminary survey, don’t be too critical of us. 

Mr. Taytor. Thank you very much, Senator, and I know the people 
out at Marshall will appreciate that. 


(Witness excused.) 
Senator Tuyr. Now we will go back to the regular agenda and the 


next person will be Clifford Anderson. 
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STATEMENT OF CLIFFORD ANDERSON, PRESIDENT, CROWN 
TRON WORKS CO., MINNEAPOLIS, MINN. 


Senator Tuyn. Will you state for the record, Mr. Anderson, the firm 
that you represent, and so forth? 

Mr. ANpERsOoN. Yes. Senators Thye and Humphrey, committee 
members, gentlemen, my name is Clifford Anderson and I am president 
of the Crown Iron Works Co. of Minneapolis. 

I would like to say before I get into this report that our company is 
an old-time company. We organized in 1878. This is not a problem 
of a new corporation just starting out. It is the exact opposite. Our 
company will be 75 years of age next year. 

Senator Ture. Started by your father, I presume? 

Mr. Anperson. Well, my father was in the company for 57 years 
but he didn’t start it. He started in there when he was 18 years of 
age, after he came in from a farm out at Dassel, and started in as a 
clerk and, as I say, worked there for the rest of his life until 1946 
when he died after 57 years of continuous service. We have never 
gone through bankruptcy—as vet. 

Senator TuHyr. And we hope you never will. 

Mr. Anperson. And I hope we never have to. 

I will be brief and to the point in the best way that I know, and that 

to read my report. 

Senator Tuy. Is your report a lengthy one? 

Mr. Anperson. It is not alengthy one. It is three pages long with 
supporting figures. 

Senator Taye. All right; it will probably go faster if you read it. 

Mr. AnpERSON. Gentleme ‘n, your hearing on the matter of the effect 
of the present high level of taxation upon small business affords a 
welcome and extremely important opportunity for a small-business 
man to present his story to the proper officials, those who write the 
tax laws, and it is more important to consider what will continue to 
happen in the future unless relief is granted. 

What are the reasons for attempting a small business? I say: 
(a) To invest money in order to gain a return and to make money to 
live on, also to support others; (6) to develop something, either new or 
better or to satisfy the urge to have something of your own, to be your 
own boss; (c) indirectly to assist the community and the country to 
grow stronger. 

Incentives are necessary to encourage a man to develop new things 
and to risk capital or valuable time and skill on something untried. 

The return on a young business most be kept high for the hazards 
are great. No one is going to spend his hard-earned savings on a risk 
venture unless the winnings are available to keep. 

A businessman cannot recover losses, because of the tax laws pre- 
venting accumulation of the high profits of good days; therefore, he 
will fall into severe financial difficulties come the first slight drop in his 
profit picture. He must bat 100 percent year after year, which is 
highly improbable. 

Senator Humpurey. Mr. Anderson, right there, a moment ago I 
was talking about this carry-back and carry-forward; it is in total a 
7-year period. 

Mr. Anperson. That is right. 
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” Senator Humpnrey. It is 1 year back, the current year, and the 
five succeeding years. 

Mr. Anprerson. Yes. 

Senator Humpurey. Now, is it possible that it might be desirable 
to have a carry-back for a longer period of time as some relief, in the 
light of your statement there? 

Mr. Anverson. Weil, I think it would be of some benefit, but I 
don’t believe it gets down to the root of the problem, which is not to 
carry back losses but, contrariwise, to provide a means whereby a man 
may keep what he does make when he makes it, so that he can cushion 
his own shock and not have to depend upon carry-backs from the 
Government to bail him out when he needs it. 

Senator Toys. And your own business is quite a stable business? 

Mr. ANpERSON. Our business has been long in life but not because 
it is stable. It is a very risky business. Our business is a business 
that serves the construction industry in the manufacture of ornamental 
iron, aluminum and bronze items, structural steel, and other mechani- 
cal items, and the hazards are very great. During the depression 
years of 1931 to 1939 we lost over half a million dollars, and the only 
reason we stayed in business, Senator Thye, was because we had 
saved a half-million dollars in our past history. Carry-over would not 
have assisted us in that at all. We would have been through long 
before the time we could have gotten relief. 

Then, again, this may sound like a repetition of the report that Mr. 
Neils gave. We are in the same line of business. I can assure you I 
did not read his report first. We are competitors, in fact. I can say 
this: That our history sounds a good deal like that of the Flour City 
Co., which is the case just recited to you. During the war years we 
had a similar experience because of high profits and inability to keep 
them, and also of a loss in the year 1946 because of reconversion and 
its problems. Since then we have made good money. 

The source of growth capital is retained profits. Without the ability 
to retain profits the small business is at a standstill. It has long been 
an axiom of hard-headed businessmen that a static business does not 
actually retain its competitive position but will eventually retrogress 
and probably expire. 

What part of profits can be retained? It will be my intent to present 
only pertinent figures that have a bearing on this subject and in such 
a way that they will be of value in comparing them with figures 
submitted by others both in the area of small business and also com- 
parative with those of big business. The figures presented in this 
report are matters of fact. It has been my intent to present all 
necessary figures without, however, cluttering up the report with 
unnecessary data. Please examine the attached exhibit A. Exhibit 
A, which I will not attempt to read to you, represents the earnings 
experienced for the years 1940 through the year 1945, and again the 
earnings experienced from the year 1946 up to 1951. 

Senator Toye. Mr. Anderson, they will be made a part of the 
record. 

(Data referred to follows:) 
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Crown Iron Works Co., 
Minneapolis, Minn., April 1, 1952. 
SUBCOMMITTEE ON TAXATION, 
United Siates Senate. 


GENTLEMEN: Your hearing on the matter of the effect of present high level of 
taxation upon smal) business affcrds a welcome and extremely important oppor- 
tunity fora small-business man to present his story to the proper officials, the ones 
that write the tax laws, and it is more important to consider what will continue to 
happen in the future unless relief is granted. 

What are the reasons for altempting a smail business? 

(a) To invest money in crder to gain a return and to make money to live on, 
also to support others. 

(b) To develop something, either new or better or to satisfy the urge to have 
something of your own; to be your own boss. 

(c) Indirectly to assist the community and the country to grow stronger. 

Incentives are necessary to encourage a man to develop new things and to risk 
capital or vajuable time and skill on something untried. 

The return on a young business must be kept high for the hazards are great. 
No one is going to spend his hard-earned savings on a risk venture unless the 
winnings are available to keep. 

A businessman cannot recover losses, because of the tax laws preventing ac- 
cumulation of the high profits of good days, therefore he will fall into severe 
financial difficulties come the first slight drop in his profit picture. He must 
bat 100 percent year after year which is highly improbable. 

The source of growth capital is retained profits 

Without the ability to retain profits the small business is at a standstill. It 
has long been an axiom of hard-headed businessmen that a static business does 
not actually retain its competitive position but will eventually retrogress and 
probably expire. 


What part of profits can be retained? 


It will be my intent to present only pertinent figures that have a bearing on 
this subject and in such a way that they will be of value in comparing them 
with figures submitted by others both in the area of small business and also 
comparative with those of big business. The figures presented in this report are 
matters of fact. It has been my intent to present all necessary figures without 
however cluttering up the report with unnecessary data. Please examine the 
attached exhibit A. 

You will note that in 1951 we made a profit before taxes of $254,000. We 
must pay in 1952 about $140,000, leaving $113,417.89. Renegotiation will no 
doubt reduce that figure. Our retained profit per sales dollar is lower than any 
of the last 6 years, even if we ignore renegotiation (there was no renegotiation in 
the other 5 years). In 1951 we paid out $63,560 to stockholders, to retire $5,100 
in preferred stock, and to increase fixed assets by $33,594. We also reduced 
our bank loan. We should be allowed to spend more for these purposes in 1952, 
but we cannot do so, for we must somehow set aside something with which to 
reduce our bank loan. What about building up a cash reserve for a rainy day? 


Since our year-end statement we have borrowed money to pay our income taxes, and 
have yet to face the probability of renegotiation 

Renegotiation has been shown to be a necessary safeguard in times of war, 
but in actual practice as it is today it is for us just another tax on excess profits. 

Please note: After the successful termination of the most satisfactory year we 
have ever experienced in peacetime, we are forced to appeal to the banks for 5 
percent working capital. Who else will lend to us? 

Who is going to invest in our common stock? No one at the present rate of 
3.53 percent profit, before reserves are set aside for capital improvements and 
debt reduction. 

The insurance companies and other large lenders are not interested in such a 
picture. 

The Government could bail us out, but is that good? If we’re a poor risk for 
the prospective stockholders, why are we any better for the Government? 

We are a better profit maker than the average. Yet we face this situation. 
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We appeal for the right to retain more of our earned profit”as’the only; satis- 
factory answer. pS eee: e= 

Our excess profits base for 1951 taxes (estimated over the ‘periods 1947 thru 
1949) was about $200,000 after which we must pay extremely high excess-profits 
tax. These figures included $40,000 carry-over unused excess-profit credit from 
1950 which will not recur. In 1952 our excess profit credit will be approximately 
$160,000. It will be noted from the following chart that in 1951 we had $3.2 
millions in sales and we made a gross profit of $254,000. Our Federal and State 
income tax took more than $128,000 from us, leaving us $113,000. This is 3.53 
cents per sales dollar. These figures may not stand up however since we have not 
yet determined if we are to be renegotiated on our defense contracts and we will 
not know this for another month or two. 

It is my considered opinion after having studied this matter and having com- 
pared my position with that of many others in similar straits that the heart of our 
trouble lies in the application of excess profit laws to our otherwise high taxes. 
It is therefore my recommendation that the excess-profits law be eliminated 
entirely since it represents one of the most discouraging types of taxation, and 
that a top limit of 50 percent or less be set on all income taxes, including State 
income tax. 

The picture which is painted by this report is not a pretty one. As members of 
this subcommittee you will be impressed if not staggered by the realization that 
small business is being penalized to the point of discouraging the development of 
free enterprise and whether you gentlemen are Republicans or Democrats you 
as sincere representatives of your constituents cannot do otherwise than to find 
relief from taxes that discourage the future growth of productive business. 

Respectfully submitted. 

Cuirrorp ANDERSON, 
President, Crown Iron Works Co. 
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Mr. AnpEerson. Yes, they are in the record with the report that I 
have given you. 

You will note that in 1951 we made a profit before taxes of $254,000. 
That was on a volume of business of $3,211,407. 

Senator HumpHrey. You mean before taxes, $254,000? 

Mr. ANDERSON. $253,916, or about 8% percent, which is not far off 
of the average in our industr y. 

Senator Humpurey. Don’t you mean after taxes? 

Mr. AnpEerson. Before taxes, before any taxes, that is, direct taxes. 
We must pay in 1952 about $140,000, leaving $113,417.89. Renego- 
tiation will no doubt reduce that figure. Our retained profit per sales 
dollar is lower than any of the last 6 years, even if we ignore renegotia- 
tion. There was no renegotiation in the other 5 years for us. In 1951 
we paid out a total of $63,560. This went to stockholders, to retire 
$5,100 in preferred stock, which is the program we entered into to 
retire stock, and to increase fixed assets by $33,594. We also reduced 
our bank loan. We should be allowed to spend more for these purposes 
in 1952, but we cannot do so, for we must somehow set aside something 
with which to reduce our bank loan still further. What about building 
up a cash reserve for a rainy day? That is my point. I would like 
to be able to do that and not depend upon Government. 

Since our year-end statement we have borrowed money to pay our 
income taxes, and have yet to face the probability of renegotiation. 
Renegotiation has been shown to be a necessary safeguard in times of 
war, but in actual practice as it is today it is, for us, just another tax 
on excess profits. 

Please note that after the successful termination of the most satis- 
factory year we have ever experienced in peacetime, we are forced to 
appeal to the banks for 5 percent working capital. Who else will lend 
to us? 

Who is going to invest in our common stock? No one at the present 
rate of 3.53 percent profit, before reserves are set aside for capital 
improvements and debt reduction. 

Senator Tuy. And if they were all in the same predicament as you, 
where would the bank get its money to loan to you in order that you 
would have working capital’ ? 

Mr. Anperson. That is right. The insurance companies and other 
large lenders are not interested in such a picture. The Government 

could bail us out, but is that good? If we are a poor risk for the 
prospective stoc kholders, why are we any better for the Government? 

Senator Ture. That is the RFC? 

Mr. Anperson. Or any other branch of the Government. 

Senator Tuyr. That would be the only one, would it not? 

Mr. Anprerson. I would think so. 

We are a better profit-maker than the average. Yet we face this 
situation. 

We appeal for the right to retain more of our earned profit as the 
only satisfactory answer. 

Our excess-profits base for 1951 taxes, estimated over the periods 
1947 through 1949, was about $200,000, after which we must pay 
an extremely high excess-profits tax. These figures included $40,000 
carry-over unused excess-profit credit from 1950 which will not recur. 
In 1952 our excess-profit credit will be approximately $160,000, com- 
pared to $200,000 this last year. It will be noted from the following 
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chart that in 1951 we had $3,200,000 in sales and we made a gross 
profit of $254,000. Our Federal and State income tax took more 
than $128,000 from us, leaving us $113,000. This is 3.53 cents per 
sales dollar. Now, these figures may not stand up, however, since 
we have not yet determined if we are to be renegotiated on our de- 
fense contracts, and we will not know this for another month or two 

I might add to the record that we did $960,000 in defense con- 
tracts this last year. We fully expect that we are going to be rene- 
gotiated for some part of that. Our best guess is a very poor one, 
but we will say that from our experience it will probably take $20,000 
away from us on that amount. We don’t believe that we are en- 
titled to be renegotiated at all, since every one of the contracts we 
have obtained, and this goes for the First World War as well, was 
obtained in a very, very competitive market against legitimate bid- 
ders in considerable number. Every succeeding price we made to the 
Government was on a reduced-cost basis. The cost was reduced 
through our own improvements, efficiency, design changes, and in- 
genuity of a mechanical nature. After we get “through saving the 
money, it is taken away from us. 

I don’t believe it is the right principle. As we experienced rene- 
gotiation during the last war it seemed to be a horse-trading deal. 
We want to take something away from you; we won’t tell you how 
much; we just want that much. And if we put up a good enough 
battle, we could cut it down. There were no rules. I believe that 
is wrong and I don’t think it is the right application of renegotiation. 

We had Government contracts in 1940. We lost a lot of money 
on what were later renegotiable contracts, but there was no renegotia- 
tion that year. We did not recover any of those losses when we 
needed it most. 

Senator Humpurey. Are you advocating that we do away with 
renegotiation? 

Mr. AnpEerson. I am advocating that we improve renegotiation to 
make it more equitable, applicable to us on an absolutely impartial 
basis as compared with some people that I am quite sure have been 
favored to some extent in the percentage of retained profits. 

To continue: It is my considered opinion after having studied this 
matter and having compared my position with that of many others 
in similar straits that the heart of our trouble lies in the application 
of excess-profit laws to our otherwise high taxes. It is, therefore, my 
recommendation that the excess-profits law be eliminated entirely 
since it represents one of the most discouraging types of taxation, 
and that a top limit of 50 percent or less be set on all income taxes, 
including State income tax. 

The picture which is painted by this report is not a pretty one. As 
members of this subcommittee, you will be impressed, if not staggered, 
by the realization that small business is being penalized to the point 
of discouraging the development of free enterprise, and whether you 
gentlemen are Republicans or Democrats, you, as sincere representa- 
tives of your constituents, cannot do otherwise than to find relief from 
taxes that discourage the future growth of productive business. 

Senator THys. Any questions? 

Thank you, Mr. Anderson. 

(Witness excused.) 

Senator Tuyrr. Mr. Gustafson. 
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STATEMENT OF DONALD GUSTAFSON, SECRETARY-TREASURER, 
AUDIO DEVELOPMENT CO., MINNEAPOLIS, MINN. 


Senator Tuyr. Will you state your full name, Mr. Gustafson, and 
your company, for the record? 

Mr. Gustarson. My name is Donald Gustafson. I am secretary- 
treasurer of the Audio Development Co. My report is quite brief. 
I don’t have too many figures to present, although I think I can point 
out generally what is happening to our business with relation to the 
excess-profits tax. 

The company had its beginning about 17 years ago in the home of 
one of the present owners. The principle products are transformers 
and filters manufactured for the electronics industry. In particular 
the business has been directed toward the manufacture of broadcast 
and communications equipment. The original investment was very 
modest, but through retained earnings the company had a steady 
growth through 1946. The present quarters of the company, acquired 
prior to 1946, cover approximately 18,000 square feet. There are 
about 160 people employed today. 

Beginning in 1947 and continuing through 1949, operating losses 
were incurred. These losses can be largely attributed to an over- 
expansion of engineering activities. In 1950 the present management, 
which includes myself and also one of the original owners, assumed 
the management and ownership of the business. The basic activity 
of manufacturing transformers has been continually carried on, and 
the association with established customers of that product has ‘been 
maintained. 

Beginning in 1950 we found the demand for our product exceeded 
our capacity to produce, with the result that deliveries to our cus- 
tomers were greatly lengthened. We gave serious consideration to 
expanding our plant on either a temporary or permanent basis. Since 
we did not have a consistent record of earnings, financial assistance 
from the banks and Government loan agencies could not be negoti- 
ated. However, we met with several contractors who consented to 
construct a building for us and hold the mortgage for a limited number 
of years. It was our thought that with increased sales and earnings, 
payments on the building could be reasonably met. It became ap- 
parent, however, that with our low excess-profits tax credit base, the 
earnings that could be retained were not sufficient to warrant this ex- 
pansion. The possibility of obtaining a certificate of necessity was 
considered and was subsequently ruled out. This decision was made 
because of our inability to acquire working capital to be used in con- 
junction with the new building. We also considered expansion by the 
use of temporary buildings which could be located on our property, but 
again the low earnings potential after taxes eliminated the possibility 
of obtaining the necessary capital. 

The Radio Corp. of America has been a customer of ours for the 
past 10 years and from the standpoint of volume has been one of our 
most important customers. We have supplied primarily only their 
commercial requirements, and since our relationships have been quite 
favorable, we have been asked by them to supply a portion of their 
military requirements. They have pointed out that their backlog of 
husiness is about 80 percent military and about 20 percent commercial 
and have suggested that the ratio of their business in our plant be 
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established in the proportions mentioned above. The amount of 
business from RCA on this basis would in itself severely tax the 
capacity of our plant. It is obvious, of course, that we must make 
every attempt to meet their requirements so as to retain their busi- 
ness. We have about 250 other customers on whom we depend, and 
it is not our desire to move them out in order to satisfy RCA. 

During the past year our inventory has grown from $180,000 to 
$265,000. It will be necessary for us to liquidate this entire increase 
in inventory in order to meet our income-tax payments when they 
become due. Therefore, our sales must be substantially reduced by 
that time. 

The company has received offers to sell to those who are in a posi- 
tion to retain a greater share of this company’s earnings due to more 
favorable tax situations within their organizations. It is not our 
intention to sell out because we feel that the electronics industry has 
a bright future. It is necessary, however, that we postpone our 
growth until a reduction in taxes makes it possible to retain a reason- 
able portion of our earnings. 

Senator Taye. Any questions? 

Senator Humpurey. How much was your capital growth in the 
last 10 years? 

Mr. Gustarson. Well, I would like to consider our company almost 
from the standpoint of being a new company since 1950. As far as 
capital growth is concerned, the original investment was about $2,500, 
and about the time that we bought it it was in excess of $100,000. 

Senator HumpHrey. In 1950, you mean? 

Mr. Gustarson. That is right. 


-_ 


Senator Humpenrey. Have you had any capital growth the last 2 


years, the last year? 

Mr. Gustrarson. We had earnings of approximately 10 percent 
last year, with the retention of about 3.6. This year, to give you 
figures, we will earn about $135,000 before taxes and renegotiation 
and we will save about 36 to 37 of that after taxes. So it will be 
$80,000 or $90,000 in taxes alone. 

Mr. Srutrs. You would say then Mr. Gustafson, that your decision 
not to expand, not to employ more people in this area, is due solely 
to the tax structure at this time? 

Mr. Gustarson. Well, that is right, because we can’t with our 
earnings after taxes attract any kind of bank loan or equity capital 
on a reasonable basis in order to expand. And I also might add that 
we want to expand very much, especially to satisfy some of our cus- 
tomers who are growing in the electronics industry, and we can see 
where a lot of our competitors who have a more favorable base credit 
than we have are actually going to move us out. 

Mr. Srutrs. You will either have to keep up with the demand or 
get out completely? 

Mr. Gusrarson. That is exactly right. 

Senator Tuyr. You will be swallowed up if you don’t. That is 
about the answer. 

Mr. Gustarson. Precisely. 

Senator Humpurey. I don’t see why you have to get out. You 
are making 3.6. 

Mr. Gustarson. Well, there are a lot of risks, as you know, Senator, 
in a business. 
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Senator Humpnrey. Yes. 

Mr. Gustarson. In our particular business it is not a great deal 
different than Mr. Anderson’s, in that we do run into situations where 
business is not always as abundant as it is today. As a result, if we 
do run into periods where we are going to have losses, we certainly 
are going to have to have something to cover those losses. And the 
way it is today, trying to replace our equipment and so forth, it is 
pretty tough to do it on 3.6. 

Senator Humpnrey. Let’s just take a factual look at the situation. 
Do you have any reason to believe that within the next 3 vears the 
electronics business is going to be any less than it is today?—I mean, 
we are not here for an academic discussion; we are here to discuss 
business problems from a practical standpoint. Is there anything to 
lead you to believe that in the next 3 years there will be any less 
electronics business than there is today? 

Mr. Gustarson. | would like to answer that in two ways. In our 
organization the average age is about 35. 

Senator HumpHrey. Yes. 

Mr. Gustarson. We have brought men in who we feel are very 
aggressive and want to do the kind of job for our customers in order 
that, even if the electronics market does not expand, our portion of it 
will be greater. 

I also believe that in the next 3 years it will be expanding. In fact, 
I think it will be expanding from here on as far as I can foresee. We 
would definitely like to grow with it. 

Senator HumpHrey. You are in an expanding business. I mean, 
there is almost an insatiable demand for your product. 

Mr. Gustarson. That is right. 

Senator Humpnrey. But your problem here is your excess-profits 
base period here; isn’t that right? 

Mr. Gustarson. That is right. 

Senator Humpurey. That is one that comes up every time whenever 
you come into a new company. 

Mr. Gustarson. However, this is not a new company in the sense 
that it is 17 years old, and in taking it over it does make a peculiar 
situation because the company has established a name in the field. 

Senator Humpnurey. But it is a new company for tax purposes; 
isn’t it? 

Mr. Gustarson. No, not necessarily. 

Senator THyE. You have as your base the old 7 years? 

Mr. Gustarson. Yes. 

Senator Humpnrey. But you must have had a very low period in 
recent years. 

Mr. Gustarson. As I mentioned, from 1946 to 1949 there were no 
earnings; up to 1946 there were. 

Senator Humpurey. What I am trying to get at here is that in the 
base period your earnings were low. That is why you are paying an 
excess-profits tax. 

Mr. Gustarson. The lowest period that the company has ex- 
perienced. 

Senator Humpurey. Every one of these companies presents a 
peculiar set of circumstances, whenever you look at base-period earn- 
ings. This is the real problem in the excess-profits tax. 
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Mr. Gustarson. I think my answer to that would be that whatever 
the base figures out to be, the top, which is 70 percent today, would 
be too high, however you figure the base period or whatever troubles 
you might have had. When we saw that it was 60 percent under the 
old Revenue Act, we thought there might be a chance of sneaking by. 
When it hit 70, we practically drew the shades. 

Senator Humpnrey. For the television industry, certain revisions 
in the excess-profits-tax structure were made. There were certain 
specified industries in the last Revenue Act that got some relief. I 
think as we hold these hearings and start to get a pattern around the 
country, we might find that there may be some other provisions 
that have to be included in the tax law. From the letters I have re- 
ceived, I hear your case repeated again and again. Whether the 
company had a 20-year history or a 15-year history, whatever the 
years chosen for the base period, the nature of the industry or of the 
firm was such that they were caught in the worst possible situation. 

Mr. Gusrarson. Precisely. 

Senator Tayrx. Thank you, sir. 

(Witness excused. ) 

Mr. Russell Bennett. 


STATEMENT OF RUSSELL H. BENNETT, ELECTRO MANGANESE 
CORP., MINNEAPOLIS, MINN. 


Mr. Bennerr. Senator Thye and Senator Humphrey, gentlemen, 
and all the audience, my name is Russell H. Bennett. I ama mining, 
engineer by profession and one of my jobs is that of chairman of the 
board of directors of the Electro Manganese C orp., a company making 
pure manganese metal from its ores by a chemical process which we 
invented. Weemploy about 110 people and have a net worth of about 
$1,000,000. Our gross sales for the last fiscal year amounted to 
$1,766,000. The company by the standards of the extractive metal- 
lurgical industry may be considered as small business. 

1 might say, in order not to sail under false colors, that I am also 
engaged in managing big companies. I am a director and executive 
committee member in four companies whose balance-sheet footings 
total up to many millions of dollars. I think that gives me a picture 
of the problems of both small industry and big industry. 

Our product is used by industry to improve, by small additions as 
an alloy, the physical properties of steel and of various nonferrous 
metals, such as bronzes, brasses, and aluminum. Its extreme purity 
permitted the development during World War II of special alloys 
having properties of importance to war production. The use of these 
high-quality alloys carried over into peacetime. 

We are the only company in the world, as far as we know, making 
manganese of extreme purity. Our product averages 99.97 percent 
manganese. Our process was developed some 12 years ago by our own 
staff of chemists and engineers, through vicissitudes and discourage- 
ments which were at times all but overwhelming. Only the engineer 
who has been through such a campaign, in which a laboratory experi- 
ment has been brought under conditions of very limited finances to the 
state of profitable commercial production, can realize what we went 
through in the early days of our development. 
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Our company is independent; it is not affiliated with, or controlled 
by, any other corporation. The original capital was put up by indi- 
viduals, who also made up the operating deficits of earlier years, until 
the multiple technical problems were solved and steady production 
achieved. 

Something of the history and technology of our process and plant 
is given in the attached reprint of an article which I wrote for the 
Engineering and Mining Journal. 

(For the reprint referred to see appendix I, p. 449.) 

Throughout the history of the company the burden of Federal 
taxation has been heavy. We were subject to the excess-profits tax 
of World War II, and now we are under the excess-profits tax approved 
January 3, 1951. We are accruing currently 70 percent. In other 
words, we are in the very top bracket of combined Federal and excess- 
profits taxes. A summary of our financial history shows that during 
the past 8 years, our net earnings before Federal taxes have been 
divided 51 percent to the Federal Government, 33 percent to sur- 
plus (a large part of which has been plowed back into the plant) 
and 16 percent as dividends to those who put up the capital. 

May I add here, Senator Humphrey, that one answer to your 
question about this carry-forward provision and carry-back pro- 
vision which you say should be of substantial benefit—the hitch 
there is that in a new expanding industry the surplus has been put 
in bricks and mortar in large part and it is not there to bail you out, 
to retrieve losses. It is in bricks and mortar. 

Senator Humpurey. I am not unaware that a small business that 
is beginning has a real problem in terms of capital gain or capital 
investment. When I mentioned this figure of 3.5 percent, let’s say, 
as a net profit for a large company that can finance itself, that has 
easier access to the money market, the lower rates of interest. and 
hes a tremendous volume of production, that figure may be verv 
meaningful. For a small company that has, first of all, less access to 
the money market and generally higher rates of interest and at the 
same time is trying to get capital improvements, it is not a very high 
rate; I recognize that. 1 was driving my question at the electronics 
industry a moment ago, because the electronics industry today is a 
whole lot different than a lot of other industries. 

Mr. Bennett. That is correct. 

Here we have in my company an example of a new company, one 
which has survived the many hazards surrounding new ventures, and 
has qualified as a commercial success, yet whic sh has been able to 
pay only 16 percent of its earnings to the men who were willing to 
take a chance on its future. Their dividends on an arithmetic aver- 
age have been 3.8 percent a year over the past 10 years on the money 
they put in. 

There is certainly very little inducement in this record for these 
same investors, or for any other group of individuals of like mind, to 
back again with their money a new idea. In fact, the deduction may 
be drawn from our history that a new venture under present condi- 
tions of taxation, even when it succeeds, proves far less attractive 
from the standpoint of return than an investment in the shares of 
a long-established, conservative, enterprise. 

Excess-profits taxation has, in my opinion, a more adverse effect on 
new enterprises, even when, in a case such as ours, there has admittedly 
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been direct stimulus from armament production. It is especially dis- 
criminatory against a company which finds itself compelled repeatedly 
to expand in order to fill the demand for the product which it has 
created. Our output is, for instance, now six times what it was when 
we first started. It has been extremely difficult to finance this six-fold 
expansion under the heavy burden of Federal taxation. It could 
only be done under a policy of frugality in management, parsimony in 
dividends, and some direct Federal aid in wartime. Approximately 
one-fourth of our present capacity was built under one of the so-called 
Plancor contracts from the Defense Plant Corporation, in 1943. We 
have since managed to repay the Government by wav of amortization, 
interest, and final purchase all that it put into this contract. We did 
not get a bargain at the end of the war. We had to earn the un- 
amortized balance the hard way. 

We have a large competitor, one of whose products is a metal less 
pure than ours, but somewhat cheaper to make. This competitor 
has about 500 times our net worth. During the period of 8 years 
which I have reviewed, this competitor, long-established, made 18% 
percent on bis net worth after taxes, whereas we made 12.1 percent. 
In this same period his profit as a percentage of sales was 15 percent; 
ours 8 percent. 

It should be noted that none of the so-called relief provisions of the 
Excess Profits Act approved January 3, 1951, are applicable in our 
case, and we must pay the top limit for combined Federal taxes of 
70 percent. It is my observation that only in exceptional cases are 
these so-called relief provisions, about whose ameliorative effect so 
much was spoken in Congress at the time of the enactment, applicable. 
It is my opinion that no method of relieving the discrimination of the 
Excess Profits Tax Act against the new developing company can be 
devised until a method is found of evaluating in dollars and cents, 
and adding this value to the invested capital base under the tax 
formula, the factors of ingenuity, assiduity, and tenacity on the part 
of the pioneers in such a business. 

I can recall how in the early days of our company our staff often 
worked around the clock, sleeping in their clothes, going out to 
snatch a bite when they could, and then back to the job, and how 
our loyal backers again and again put up more money, when all that 
we of the technical staff could promise them was the hope that some day 
we could make the process work. It takes an unusual combination 
to bring a new enterprise through its birth pangs, and there must be 
the element of assurance that if the new organism is viable it must 
furnish dividends to the investors and good jobs to the staff. 

Our company has had a more favored position through all its 
history than many small, developing companies whose product does 
not happen to have an applic ation to national defense, either in the 
last war or in this twilight zone of the Korean war. It is certain that 
the advent of World War II stimulated demand for our product, and 
it is possible that without it the difficulty of overcoming the inertia 
of the consumers of alloys, which are in the main huge corporations, 
would have been insurmountable. The stimulus to technology of 
modern war is one of the few items of salvage from its appalling waste. 

I have spoken of our plant expansion in World War II, which was 
made under a facilities contract from the Defense Plant Corporation. 
The amount was $300,000, which the Government has entirely 

98399—52—pt. 1——18 
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recouped. We have recently entered into a contract with the Defense 
Materials Procurement Agency to double our present output. This 
Agency will make us an advance of $2,000,000 for construction, secured 
by a mortgage against the new facilities, and repayable from a toll 
charge against the metal produced, and a further $250,000 for working 
capital secured by a second mortgage against our present plant. For 
additional working capital we must borrow at the bank $300,000 
secured by a first mortgage on our present plant. The DMPA will 
also purchase at a discount below market for a term of 5 years the 
metal which we are unable to place in industry. 

Now, this type of contract was necessary to enable us to fulfill our 
obligation to the Nation to make available this new metal in adequate 
quantities. The contract took 9 months to negotiate. Before and 
during this period, when the need for our product became apparent, 
I attempted to raise by way of equity finance, both from our stock- 
holders and on the outside, a large part of the construction capital, 
and all of the working capital. I did not succeed in so doing; the 
comment of both shareholders and outsiders was that under present 
Federal taxation the rewards appeared too meager. I could not, in 
all fairness, press our own shareholders to put up more capital when 
over the past 8 years of the company’s history they had received only 
16 percent of its earnings by way of dividends. 

The Federal Government, therefore, has had to put up the money 
to make possible the needed production, and our company, which had 
worked itself into a debt-free position for the first time since its found- 
ing, has had to assume a heavy burden of debt. Had it not been for 
the excess-profits tax, under which we are able to retain only 30 
percent of our earnings, I am confident that at least one-half, or 
possibly all, of the new construction capital could have been secured 
from the sale of shares. The Federal Government has had to assume 
the function which private capital should have assumed, and now 
must loan out to us some of the funds, less the attrition which in- 
evitably attends money which travels to Washington, that it has 
collected from the taxpayers by way of this onerous excess-profits tax. 

The committee should note that our growth and development and 
limited success has been achieved in a period during which the aver- 
age effective tax was 51 percent. The present law takes 70 percent 
of our income. Had the present tax rates been effective prior to 
1951, the portion of our earnings before taxes available for growth 
would have been cut from 33 percent to 14 percent, or we would have 
been forced to eliminate all dividends and still reduce earnings re- 
tained for growth from 33 percent to 30 percent. Faced with such 
a prospect, no reasonable investor would invest in a small company 
which normally has growth possibilities; nor can the management 
of a small company reasonably be expected to invest the 30 percent 
left after taxes in new facilities. There is nothing to it, obviously. 
The effect of the present tax law, therefore, is effectively to prevent 
small corporate businesses from expanding unless heavily subsidized 
by the Federal Government. This effect on small business is much 
greater than on large business, because large business has access to 
sources of capital not available to small business. 

I referred to our competitor, which has 500 times our net worth. 
They are expanding and putting in a process to make the same product 
that we are making. They are borrowing their money, $50,000,000, 
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from insurance companies at 3% percent interest. I am merely ask- 
ing the committee if it would not be better, from the point of view of 
the national economy, if we were not, or a company like us were not, 
permitted to earn more money or retain more money by favorable 
earnings, and make a showing on it by which we could sell stock and 
relieve the Federal Government of the heavy burden of new financing? 

Two solutions occur to me, as I survey our experience. The first 
is that the same exemption from excess-profits tax which the Congress 
has extended to the miners of the ores of strategic metals be extended 
to those who process diese ores into the first usable form. The man 
who mines has no excess-profits-tax obligation; the man who processes 
the ores, like ourselves, has that obligation. 

Senator TaHys. Would you mind an interruption there, Mr. Ben- 
nett? Ifthe present levy had been in existence when you were pioneer- 
ing this new method of extraction, would you have put forth the 
effort and would you have had the investors supporting you? 

Mr. Bennerr. Certainly not, Senator Thye. I show here that, had 
the present tax rates been in effect prior to 1951, the portion of our 
earnings before taxes available for growth would have been cut from 
33 to 14 percent. 

Senator Tuy. Yes, and no man would have ventured his capital 
into the enterprise with that risk involved. 

Mr. Bennett. Certainly no man in his right mind. Engineers and 
physicists and scientists are not always characterized by sanity. They 
sometimes like to go all out for a new process, knowing it is going to 
be a terrific struggle and that there will be financial reverses. There 
is some element of that spirit, fortunately, in our engineers and 
scientists in our country, which is responsible for a good deal of our 
technical progress, I believe. 

That solution I advocated of the elimination from the excess- 
profits tax is a limited solution. However, I agree with the gentleman 
who testified here that the excess-profits tax be abolished altogether 
as being too oppressive to industry in general under present conditions. 
We are not in an all-out war, and these small, developing companies 
which produce new goods and services for civilian use deserve a 
chance to live through this Korean rearmament. At the same time, 
companies like ours would, by reason of favorable net earnings, have 
a chance to attract investment capital for their expansion needs. 

Now, drawing from my experience in big business, I think I can 
say this: If Congress had the intention of buttoning up all production 
of goods and services to big business, it could not have proceeded more 
effectively than by adopting the present Excess Profits Tax Act. 

Senator Toye. Any questions? 

Thank you. That was a very enlightening statement. 

(Witness excused.) 

We have been informed that there are two gentlemen here who 
would like to make their statement prior to luncheon, and for that 
reason we are going to skip over two, whom we will call immediately 
after luncheon. I will first call on Mr. Helgeson. 

Senator Humpurey. Before Mr. Helgeson gets on, just for the 
record, Mr. Chairman, I would like the committee to check into the 
distribution of investment for new plant and equipment. From 1946 
to 1950, according to official figures, there was $100 billion approxi- 
mately, in capital plant investment and new equipment. I think it 
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would be very interesting to find out what proportion of that was 
invested by corporations with assets under a million dollars, or busi- 
nesses under a million dollars. 

The reason I mention that is because we are getting testimony here 
which indicates small business has a difficult problem in financing 
capital plant improvement. I think Mr. Bennett made a rather 
pointed argument in his very last statement. I would like to get some 
information. We are supposed to learn something here, and I would 
like to do so. 

One other point I would like to add at this time, following Mr. 
Bennett’s remarks, is that in 1939 there were 172,000 corporations 
with assets of less than a million dollars that reported profits. In 1948, 
the latest year for which the data are available, there were 336,000 
corporations with assets of a million dollars or less that reported 
profits. The net income after corporate taxes of these corporations 
has increased from $435,000,000 to $3,300,000,000, or a sevenfold 
increase. Again I would like to find out if these were companies of a 
long history, whether they go back 50, 60, or 70 years, or whether 
this relates to new companies. 

These figures, the generalized figures, sometimes don’t indicate the 
specific problems, and that is what we are trying to find here—the 
specific problems. These are the aggregate figures. I only bring 
that in because I think it is relevant to Mr. Bennett’s testimony. 

Senator Toyz. Mr. Helgeson. 


STATEMENT OF RONALD HELGESON, TREASURER, NORTHWEST 
PLASTICS CORP., ST. PAUL, MINN. 


Mr. Heiaeson. My name is Ronald Helgeson. I am treasurer of 
Northwest Plastics, a St. Paul corporation. We employ approxi- 
mately 110 to 125 people, and we are custom plastic molders, molding 
various plastic materials specifically designed by various accounts, 
such as General Mills and other firms such as that. 

Senator Tuyr. How long have you been in business? 

Mr. Hetaeson. We have been in business since 1939, when we 
incorporated. However, the first full year that the corporation was 
open for transactions was 1941. 

I might also say that the custom molding portion of our business 
constitutes approximately 90 percent of the volume. ‘The other 10 
percent is presently devoted to a line of proprietory housewares that 
we sell to the chain stores, such as Woolworth and Kresge, and so 
forth, which is the end of the business that we are trying to expand as 
much as possible inasmuch as we feel it will lend stability to our enter- 
prise. Inasmuch as custom molding is tied pretty tightly to some of 
your appliance trends, and so forth, we felt that we would have more 
stability if we could diversify. 

I have a very brief report here. The main point which I would seek 
to make is that reasonable growth through the medium of retained 
earnings does not appear to be possible for our firm under the present 
tax structure. First, I would like to cite a few figures for your con- 
sideration as background. 

Our 1951 sales were $1,200,000, which represented an increase of 
20 percent over our 1950 sales of $1,000,000. I might also say that 
1950 was the first year that we had sales anywheres approximating 
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$1,000,000. The closest we had come to it before was around 
$560,000. The point being we had a substantial increase in sales, 
unfortunately, just subsequent to the close of the excess profits base 
period, which is the point that Senator Humphrey has made before. 

Our net operating income correspondingly increased by 16 percent, 
from $157,000 to $182,000, and for 19. 51 our net income after taxes 
dropped 23 percent, from $75,000 to $58,000. This $58,000 in relation 
to total sales was 4.8 percent. 

This situation arose, of course, from the sharply increased tax 
burden of 1951 over 1950. For purposes of comparison, income- and 
excess-profits taxes took 66 percent of our net earnings before taxes in 
1951 as compared with 53 percent in 1950. Present rates applied to 
our estimated earnings fer 1952 call for » tax of approximately 67 
percent. I might mention that I have included in there a 3-percent 
factor for our State tax. So out of the 66 percent that we paid for 
1951, 3 percent went to the State. 

As an indication of our growth, sales in 1941, the first full year of 
business, were $51,000; for the year 1947, $500,000; and then 4 years 
subsequent to that, 1951, $1,200,000. During this entire period 
there were virtually no dividends whatsoever. I believe there was 
one dividend of approximately 3 percent on the par value back in 
the year 1941, or something. 

Senator Taye. Who were your investors? 

Mr. Heuceson. The investors are all individuals, none of whom 
put in——- 

Senator Try. It is not a family corporation. 

Mr. Hexerson. It is not a family corporation. Until last August 
there were approximately 60 stockholders. 

Senator Tuyer. You were all young men? 

Mr. HetGeson. Most of us young men; that is right. 

Senator THy®. You pooled your resources? 

Mr. Hetaeson. That is correct. And until approximately 1949, 
the invested capital was only $15,000. But earnings have been 
plowed back continually and no dividends declared whatsoever, and 
the entire expansion financed from those earnings. 

One of the factors contributing to the inadequacy of retained earn- 
ings as a means of financing normal growth stems from our present 
depreciation allowance. May I cite the case of one of our most 
expensive machines at the present time, an injection molding ma- 
chine capable of utilizing 8 ounces of material at one time. In the 
year 1945 a machine such as this could be purchased new for approxi- 
mately $9,000, while its cost today approximates $13,500, an increase 
of 50 percent in 6 years. How much more it will have increased by 
the time it becomes necessary to replace it, is, of couse, impossible 
to determine. When it becomes necessary to replace this machine, 
merely to maintain our present capacity, this additional sum must be 
available. Inasmuch as the tax laws do not rec ognize this factor 
and allow for it, it can come only from retained earnings, earnings 
which prudent management withholds from dividends or expansion. 

A further complication is introduced by the trend in our industry to 
larger and larger castings. A case in point is the molding in recent 
years of floor model television cabinets, a feat considered virtually 
outside the realm of possibility not too long ago. To remain competi- 
tive and retain our small share of the custom plastic molding industry, 
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it is, of course, necessary for us to recognize this trend and to the 
extent possible conform thereto. Inasmuch as I have already men- 
tioned certain figures relating to injection molding machines, I will 
indicate the effect of this trend on us and illustrate its relationship to 
our Government’s present tax policies. A reasonable advance in the 
size of our injection molding equipment is currently considered by 
ourselves to be from our present maximum of 8 ounces to a press with 
a capacity for molding approximately 22 ounces of material, which, I 
might add at this point, has already been far surpassed by the industry 
as a whole. In other words, there are machines that are molding 80 
or 106 ounces at atime. But we feel that this is our next logical step. 
A machine of this size on the used-macbine market today will cost 
between $25,000 and $28,000, fully installed. A new machine is 
quite apparently beyond our means and thusly has received very little 
serious consideration. Ordinarily, we would look to retain earnings 
to meet this need. However, from the figures which I will now give 

I think it will be seen that this source can no longer be considered as 
able to finance normal growth. 

Using a net income figure equal to thet earned in 1951, namely 
$58,000, as a starting point, an approximate disposition thereof might 
be as follows: 

First, a portion of this net income would have to be earmarked, so 
to speak, to supplement the depreciation allowance. Assuming the 
same increased replacement cost would apply to all of our equipment 
as was previously indicated in regard to the injection molding ma- 
chines, prudent management w ould, of necessity, retain in the business 
approximately an additional 50 percent of our 1951 allowable depre- 
ciation of $37,000, or $18,500. This taken from a net income of 
$58,000 would leave approximately $39,500 available for increased 
working capital needs, dividends and such purchases of fixed assets 
as would enable normal growth. 

Secondly, a portion must be set aside for the increased working 
capital needs of the company. Assuming an increase in sales tactor 
for a small, young company such as ours at a nominal 10 percent per 
vear, W hich, I might also add, ties in with our expectations for 1951, 
approximately 10 percent of 1951, the increased working capital 

needed simply to carry inventories, receivables, larger payrolls, and 
so forth, would amount to a minimum of $29,000, out of which $12,500 
was for rec eivables, and so forth, based on our balance sheet at the 
end of the year, taking approximately a 10 percent increase in each 
factor. A further factor entering into it, as was earlier mentioned 
by one of the witnesses, was this speed- -up plan for payment, which has 
in our particular case practically made it mandatory to defer anything 
until the third quarter to see if we get over this hurdle, and, of course, 
should a recession of any sort at all set in, not necessarily industry wise 
but just for our own particular company, we would be in very serious 
straits to meet this determined liability that we have. Our liability 
was $112,000 for 1951. 

Inflation is, of course, a further factor entering into the need for 
increased working capital, although that has somewhat been halted. 

Deducting this need from our previous balance of $39,500 would 
leave $10,500 of our total of $58,000 for dividends and expansion. 

Speaking now for a moment about dividends, we are a publicly 
held corporation with an excess of 51,000 shares outstanding. At 
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the present time this stock has a fair market value of approximately 
$8.75 per share. We consider stockholders as much entitled to 
remuneration for the use of their money as we do our suppliers for 
their materials and our employees for their labor. 

Senator Humpurey. May I ask you a question? What did your 
stock sell for when it originally went on the market? 

Mr. Hetceson. There have been splits. It originally was a $50 
par value stock. That par has now been reduced to $2.50. 

Senator Humpurey. By dividing, by splitting the stock? 

Mr. Hetcrson. By splitting 20 for 1. However, when it originally 
went on the market, it sold for par, w hie h, in other words, would have 
been $2.50, speaking i in terms of today’s shares. 

Senator Humpurey. So that actually the stock has increased about 
threefold? 

Mr. Hexceson. There has been an appreciation; that is correct. 

Senator HumpHrey. And that also, in all fairness, should be 
credited against what you might call a dividend. 

Mr. HELGESON. That is correct. In other words, rather than 
pay it out in dividends, they have expressed a willingness to leave 
it im the business and realize the appreciation only in the hope that 
ultimately if they wanted to sell it, the appreciation would be there 
at the time and they could realize it in cash at that time. 

Senator Humpurey. Has this all come from the earnings of the 
business? 

Mr. Hetaeson. That is correct. 

Senator Humpurey. What was your initial capital outlay? What 
was your initial capital investment? 

Mr. Hexaeson. The initial capital investment was $15,000. 

Senator HumpHrey. What is your total capital investment now? 

Mr. Hextceson. I might make one correction. During the year 
1951 we sold stock through an underwriter at a fee of about 15 per- 
cent of the gross, being a small firm. We had to take quite a loss 
there. We sold stock “totaling $157,000, 12,000 shares, and at the 
same time issued 6 percent convertible debentures, a very attractive 
investment, which will ultimately dilute our earnings if they convert 
to common stock. 

Senator Humpurey. What is your total capital? 

Mr. Hexaeson. Our total capital, including earned surplus to date, 
is $453,000 at the end of the year. 

Senator Humpurey. And that represents now one stock sale of 
$150,000-—— 

Mr. Hetceson. One total stock sale of $157,500, and in the interim 
period between the initial $15,000 and 1951, for example, there was 
$45,000 put in as preferred stock to meet payrolls as they came due, 
and so forth, and the owners consented to convert to common last 
June, so that has also gone in. So, in other words, you have a total 
of around $225,000 w hich has been ac tually invested in cash. 

Senator Hu MPHREY. And the rest has been accumulated out of the 
earnings and it’s been plowed back in the business and increased the 
value of the stock? 

Mr. Hetagson. That is correct. 

Getting back to the dividend, dividing this $10,500 theoretical 
value among the 51,000 shares would provide 20 cents a share, or a 
return of 2.3 percent on the $8.75 value. <A return in excess of this 
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can be obtained by them in almost any federally insured savings and 
loan association, and without any risk. In a small company, such as 
ours, a higher return than normal is expected inasmuch as there is 
present a risk factor greater than that found in the securities of a 
larger corporation. Also, of course, any dividend which the corpora- 
tion might pay is again subjected to taxation in the hands of the 
recipient, thus reducing, in other words, the 2.3 return to perhaps 
two-thirds of that figure. 

The further need for increased working capital—I shouldn’t say 
increased working capital, but a further disposition of our earnings— 
is the fact that we have $100,000 in debentures outstanding which 
we had to have to implement our working capital and which is being 
systematically reduced through a sinking-fund provision. It takes 
10 percent of our earnings after taxes each year, and in the vear 1951 
would have called for approximately $6,000. 

To make a final point then, assuming a vear’s profit were divided 
roughly then as outlined, it is evident that nothing remains for 
expansion of plant. Further, if it is argued that any plant growth, 
however nominal, should be financed by new capital, the depressing 
effects of our tax rates upon earning and, consequently, dividends 
must be remembered, for it seriously endangers the possibility of 
obtaining further risk capital. Also, if new capital is to be obtained 
each time some small growth is envisioned, earnings are constantly 
being diluted through a larger number of shares outstanding. That 
normal growth from year to year is desirable, I think no one would 
dispute, particularly in view of the fact that the permanent solution 
to inflationary pressures is to be found in increased production, 
Perhaps it is only coincidence that our excess profits tax for 1951 
would have just covered the cost of the larger injection molding 
machine that we feel constitutes our next logical step. 

Thank you very much. 

Senator Toyz. Were you a group of young veterans who joined 
together? 

Mr. Hetcrson. No; that does not enter into the picture at all. 

Senator Tyr. It does not? 

Mr. HeicGeson. The company was started by two young men, of 
whom I was not one, in 1940 in a garage actually, with one molding 
press, and certain other gentlemen became interested in it to the 
point that it grew ultimately to 60 individuals. Last June we sold 
stock, as I have mentioned, to the public through underwriters, and 
there are now approximately 200 shareholders, almost entirely within 
this State. 

Senator Tuyr. And how many of those shareholders are actually 
engaged in the operation? 

Mr. Hetceson. There would probably be about 25. In other 
words, it constituted quite a proportion of the original 60 but a rather 
small proportion of the now 200. 

Senator Toye. Any questions? 

Mr. Struts. No, sir. 

Senator Tuyr. Thank you for very good information on how young 
men are coming forward and what problems you have. 

(Witness excused.) 

Mr. Elmer L. Andersen. He was the other gentleman who would 
like to be heard before the lunch hour. 
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STATEMENT OF ELMER L. ANDERSEN, PRESIDENT, H. B. FULLER 
CO., ST. PAUL, MINN. 


Mr. Anprersen. Mr. Chairman and gentlemen, my name is Elmer 
L. Andersen. I am president of H. B. Fuller Co. in St. Paul, 
manufacturer of industrial adhesives, pastes, and glues for industrial 
use in labeling and converting paper products and many other uses. 

I am going to eliminate a number of the things that I meant to 
say and just contribute one or two that have not been mentioned 
too much. 

Our firm was started way back in 1887 as a proprietorship. It was 
incorporated in 1916, and I acquired a controlling interest of the 
stock in 1941. From 1887 to 1941 the growth had been rather slow. 
Sales in 1941 amounted to $276,000. In 1951 they amounted to 
$2,890,000. We face the same problems that have been brought out 
here, the job of trying to get working capital and long-term investment 
capital out of a fast-growing company. 

I might just say that we don’t come here to complain. In fact, 
I am rather reluctant to complain. I would rather be in business in 
the United States than any place in the world. I am glad my dad 
came over here from Norway. We don’t like to look to outside 
sources to solve any of our problems. We would rather do it internally 
and solve them ourselves and do it in our own way. 

We have here a few things that are happening to us. In 1941 our 
current ratio of current assets to current liabilities was about $72,000 
current assets to $12,000 current liabilities, a 6-to-1 ratio. Very 
sound, very stable little company. At the end of 1951 we had about 
$880,000 of current assets to $460,000 of current liabilities, a little less 
than 2 to 1. ‘Two to one is the current minimum gage or ratio. So 
we are concerned that our current ratio position is very poor due to the 
inability to retain the earnings to finance the growth. 

In our particular case for long-term capital, here are some of the 
things we have to do, and we have been fortunate that we have been 
able todo them. We went down to Kansas City. We bought a build- 
ing for $12,000, started a branch factory that flourished; it did very 
well. But we needed more capital. Finally in 1951, we were able to 
sell that property for $50,000 and rent it back. So we are still there 
but now we are paying rent. But we had to get some capital some- 
where. 

We also were fortunate in St. Paul in that we bought a warehouse 
during World War I for about $12,000, and we sold it for around 
$23,000 in 1950 in order to realize that capital that we had to get 

To otherwise raise fixed capital we sold stock to our employ ees. 
We have acquired bank loans. We have acquired mortgages. Our 
debt position right now is bad. 

At the end of last year we had an opportunity to buy a company at 
Newark, N. J., and we felt it was imperative if we were going to keep 
on growing, as somebody has brought out. You are just impelled, if 
you are in business; it is not a matter of making a profit or going home 
with a bag of money; you want to grow, you want to have a good com- 
pany. W. e bought a business in New: ark, N.J., last vear for $171,000, 
and we have to pay that off in 5 years. We don’t know now how we 
are going to pay it, but we have faith that somehow we will. 
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But it is very hard for a small company to go out into the so-called 
money market to get money. As Mr. Helgeson just brought out, he is 
paying a 15 percent premium right off the bat in order to get the capi- 
tal. Right away he has a dilution of that asset. That is the same fac- 
tor that everyone has. 

In our particular case the ratio of invested capital in plant and equip- 
ment is relatively low to sales, but where it hits us is on working capi- 
tal. The fact is that at the end of the year you show a profit. Our 
profits have not been large. We are a service industry. They have 
averaged about 5 percent gross over the last 10 years, and they vary 
from 2% to 3 percent. 

We were hit in World War I. The base period on excess profits 
was 1936 to 1939, and the average profit for our company in the years 
1936 to 1939 was around $1,500 a year. So we were right smack back 
into excess profit before we made any money at all. We had to 
scramble around, selling assets, raising money, and doing other things. 

There is one other factor that hasn’t been brought out that has a 
very real effect on all industry with this exces s-profits tax. Say, it 
gets up to 73 percent. It is the desire on the part of people in any 
company to spend the money for almost any expense purpose rather 
than retain it and pay it in tax, and that is a very demoralizing thing 
internally. Your people come to you and say, “Well, really this is 
only going to cost you 26% cents on the dollar instead of a dollar.” 
And that is demoralizing and it adds to inflation and it is just a bad 
situation. 

Senator Tuyg. Above all, it destroys thrift and individual initiative. 

Mr. ANDERSEN. It is a demoralizing factor, and it has a bad effect 
from every possible standpoint. 

Senator HumpHrey. Do you think that draws money away from 
replacement and plant expansion? In other words, it puts a premium 
upon frivolous expenditure, uneconomic expenditure? 

Mr. AnppersEN. I think it does. That, whereas we know the 
fundamental growth of industry in the country depends upon the 
expansion of plants and tangible assets, if you have firms that are 
making money but then faced with paying 73% — decide, well, 
let’s get some good out of advertising and we will get some good out 
of this, or let’s do that, then the money doesn’t go to the Govern- 
ment for tax purposes and it doesn’t go to build up plants and increase 
production, and really its actual worth to the economy is question- 
able. I am sure that happens. 

Senator Humpurey. Let’s just for a moment look at the revenue 
picture. Assume that we need a certain amount of revenue. For 
the moment, I would like to assume that the revenue is going for a 
very w orthy purpose. We have got a rather bad international situa- 
tion on our hands. Do you think it would be better to have a change 
in the actual income-tax corporate rates rather than have the excess- 
profits tax added on? 

Mr. ANDERSEN. Well, it is hard 

Senator Humpnrey. I know nobody wants to talk about increased 
rates. But, after all, you don’t build B-36’s at the price of B-17’s. 

Mr. AnpERsEN. When you get to the w ae question of expendi- 
tures and rates, it is a very big question, but I think that one area 
in which something must be done i is some kind of a credit to a corpo- 

ration where all or a good part of its income is going into investment 
in the business. 
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Senator Humpnrey. Where you are plowing it back for increased 
production? 

Mr. ANDERSEN. Where you are plowing it back. Now, that is a 
fundamental need. Somewhere there should be some formula that 
could be devised that a corporation gets an invested capital credit 
before it gets into excess-profits tax. 

Senator Humpurey. I think that we ought to look into that 
suggestion. 

Mr. AnperRSEN. The only other two points that I would like to 
make are these: Where you cannot show that investment in your 
corporation is going to earn a very high return, investors will go to 
tax-exempt bonds. 

Senator Humpnrey. Yes. 

Mr. ANDE RSEN. A great many people who have money to invest 
must get 6% percent or more on private investment to equal the 2% 
or 2.8 that they can get in a tax-exempt bond. So the small company 
that can’t finance or float a bond issue, as simply hinted here, the real 
fact is that those folks are going to put their money where they can get 
the best return and the greater degree of security, and more feel that 
that place is in tax-exempt bonds rather than in industry, because 
under the tax set-up you can’t possibly make enough and keep enough 
to pay dividends. And the double taxation on dividends is another 
factor, where on the net return of the company it is clipped once when 
the corporation pays its tax, and then it is clipped again when the 
individual receives it. I think that area should certainly have some 
scrutiny. 

The other thing is that as you try to grow and as you try to develop 
individuals who can do a good job, you quickly get to a point where a 
very able individual, if he is going to get a thousand dollars more in 
pay, it is really going to be a net to him of a good deal less. That isa 
problem that affects the whole tax structure. 

It is not a matter with me of complaining about my lot. I am very 
happy, but things are happening through the tax structure that [ 
doubt the people as a whole want to see happen to incentives and to 
the growth of industry, and particularly the contribution that smaller 
firms can make. 

Senator Tuy. That was the only reason that this Small Business 
Committee launched out on this tax study in this year when it has 
been reported that there is not going to be a new tax bill introduced. 
We thought that if we launched out and got this information and laid 
the foundation, we would be in a position to be of some help if and 
when we reexamine that tax question. 

Mr. ANDERSEN. I would just make this last comment. I think 
that it would be true of unoltbecitnn men everywhere that their big 
concern is not making money for themselves. ‘They have an interest 
in trying to build a company, trying to build a firm. Their company 
gets to be an entity apart from the individuals in it. When the thing 
gets so far that that company cannot grow, then I think we are doing 
something for the economy that is very harmful. 

Senator Toye. Thank you, Mr. Andersen. 

Senator Humpurey. May I just make this comment. Here you 
have the problem of financing, let’s say, of a small-business company. 
Your tax rate, your normal corporate rate is 52. You can go up to 70 
with the excess profits. What happens when an investor or somebody 
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has excess money he wants to invest. He looks at your stocks and he 
says, “‘Well, that is only going to pay me 3 percent. I don’t think I 
will ‘horse around’ with that,’’ when he can go on the market, to a 
broker and play on the market and on conversion sell his stocks at the 
capital gains tax rate. 

Mr. AnpERSEN. That is right. 

Senator HumpHrey. So actually one of the arguments that I had 
on the tax bill has been that maintaining the capital g gains tax structure 
at 25—we finally got it to,26 percent—and raising “the corporate tax 
rate 5 percent, thereby sharply reducing earnings, and having the 
excess-profits rate up to a maximum of 70 percent, that you may be 
distorting investment decisions. 

Mr. ANDERSEN. We haven’t gone into all the requirements of SEC. 
We've just taken one look at it. It is just too much red tape for our 
little business. Maybe something could be done on the SEC to get 
some graduated areas of financing where the complications of a 
so-called public sale of securities wouldn’t be quite the same where it is 
five hundred thousand or a million or a million and a half as it is when 
it is a couple of hundred million. 

Senator Toye. Thank you, sir. 

(Witness excused.) 

Senator Tuys. Is there anyone who would like to be heard before 
lunch? If there is, we will hear him. We will hear one more before 
lunch. 

There are none, so we are going to go back to the one we passed over, 
and that is Mr. Holbert. 


STATEMENT OF SHERMAN HOLBERT, PRESIDENT, MILLE LACS 
MAPLE PRODUCTS CORP., ONAMIA, MINN. 


Mr. Hotserr. I am Sherman Holbert, president of Mille Lacs 
Maple Product: Corp., at Onamia, Minn. We are going to start in 
by reading so: of this report. 

We welcome this opportunity to bring to the attention of your 
subcommittee some problems posed by the existing tax laws. 

In creating a very considerable handicap to the securing of the 
necessary equity capital with which to expand the processing and 
marketing business, the present tax structure seriously threatens the 
growth and expansion of a new and very promising industry which is 
being developed in the marginal farm areas and low employment 
districts of northern Minnesota and Wisconsin. 

In order that your committee can better understand the specific 
problems, I think that it is advisable to present briefly the history of 
the development of the maple industry in this area. 

Since the earliest records, the Indians and early settlers produced 
maple sirup in this area from the fine stands of sugar maple which 
are native to our forests. In 1946 the writer, after making a compre- 
hensive survey of the potential maple sirup production in the above- 
named areas, concluded that it was entirely possible to develop a very 
substantial production, provided an adequate number of farmers 
could be educated to the techniques of production and provided that 
the tools necessary for this production were available. This program 
of education, including the sale of maple-sirup-making equipment, was 
initiated in that year. The details of this dev elopment are too exten- 
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sive to be contained in a presentation such as this. However, it 
should be noted that it involved the enlistment of the interest and 
services of the State departments of agriculture, business research and 
development, and public and private groups interested in agricultural 
developments. 

Kach year since that time many thousands of dollars have been 
invested by small farmers and resident landowners of our forest 
areas, and the value of the crop has annually increased. The aggre- 
gate investment made by such individuals between 1947 and to date 
can, I believe, be conservatively estimated at $1,500,000. The entire 
premise upon which these people of limited circumstances have made 
their investment is the assurance of a dependable market for their 
harvest. The backbone of that market has been and remains the 
Mille Lacs Maple Products Corp. We have, in effect, sold the pro- 
duction equipment and, to a large extent, financed the farmers’ 
purchase of this equipment and provided the necessary cash market. 
As a result of the creation of this new agricultural activity, many 
hundreds of new jobs have been created during the spring of each year. 
This is the time when the forest and agricultural worker urgently 
needs employment. 

Senator Tuyrr. May I interrupt there? That also permits the 
Indians up in that northern region to participate in that work and also 
the gathering of that sap; does it not? 

Mr. Hotsert. The Indians happen to be one of the principal bene- 
ficiaries because they are the workers of the forest area, and it is the 
period when their employment falls off, because logging falls off with 
the spring break-up. The Indians and others who live in the forest 
areas are the principal beneficiaries, and we all know they are the most 
seriously economically depressed people i in the State. 

In addition to this creation of new employment, numerous small 
farmers and landowners have found in their maple sirup crop the 
additional income from their property that is necessary to make their 
operations financially successful. Also I would like to add that 
numerous tracts of forest land which have never been a source of 
tax rate are now paying agricultural land taxes and successfully 
supporting it as maple orchards. 

The growth of this industry has been very gratifying to the manage- 
ment of the Mille Lacs Maple Products Corp. However, this business, 
which was founded with very limited capital, has, as its sources of 
supply were increased and as its marketing activities multiplied, found 
it necessary to secure additional equity funds. At this point I would 
like to introduce the thought that this was an entirely new agri- 
cultural activity in this area so far as a processor or packer was 
concerned. The entire industry previous to that was located in the 
northeast part of the country, and bankers and private investors in 
this area were not at all acquainted with the financing of this type of 
business. For that reason it is necessary that we usually maintain a 
higher percentage of our inventory with our own funds than would 
be if we had a commodity for market that was more established in a 
community in which there were numerous outlets that a bank could 
look to in case, as they always like to view it, they came to own it. 

The logical, and apparently the only practical, sources of such 
funds are private investors. These people, being entirely cognizant 
of the hazards inherent to a new industry with an untried manage- 
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ment, feel, very correctly, that investment is only justified if the 
opportunity for profit compares favorably in the balance with the 
danger of loss. It is at this point that the peculiar hardship presented 
by the present tax situation threatens the security of not only this 
business but also the investments of the many small farmers who 
look to this business as their market, and the jobs of the hundreds of 
workmen who have come to depend on this spring employment. 

We consider it particularly important that the market, which we 
have, in effect, agreed to provide for the farmer, be continuously main- 
tained. Many of these farm producers have made considerable invest- 
ments in durable equipment. It has been the general practice of 
most new producers to add to the size of their operation annually 
and in most instances finance a portion of their capital investment on 
the assumption that they can expect to retire their notes from the sale 
of subsequent harvests. It would, of course, be little short of calami- 
tous to some of these people to have their market seriously limited. 

Because of the extensive education program necessary, as the 
foundation of this industry, almost the entire 5-vear period of tax 
consideration presently ex xtended to new businesses had elapsed before 
the need for substantial new equity capital or the opportunity for con- 
sequential profit had occurred. 

This means that, as shown on the accompanying tax projection, 
based on an anticipated profit for 1952, almost the entire earnings 
of this firm would be classified as excess profits, and that in the imme- 
diately following years an even higher percentage of the income would 
be so classified. As a direct result of the situation presented by the 
tax law, this firm has been unable to secure an adequate amount of 
equity capital to guarantee its ability to provide a market for the ever- 
increasing harvest. 

At this point it seems advisable to make note of the fact that our 
firm has been singularly successful in merchandising, and no portion 
of the limitations now being experienced is due to any factor other than 
the limited avs vailability of equity money. 

Mr. Sruurs. If I could interrupt right there, from a New Englander 
I heard a rumor that you even imported Vermont maple sirup in here 
so that you could meet your demands. That indicates your mer- 
chandising is good. 

Mr. Houserr. Well, we are rather proud to admit that they have 
become cognizant in that area of our merchandising ability. 

Senator THyg. You have a little darker maple sirup than the 
New England maple sirup. 

Mr. Housert. The actual fact is that every area produces maple 
sirup running from almost colorless to very dark. An extensive 
market survey in this area indicated that the consumer preference was 
for a darker sirup. 

Senator Turk. Because they didn’t think it was adulterated. 

Mr. Hoxusert. That is right. 

Senator Toys. And naturally the soil condition up there will 
produce a darker sirup, and therefore, your sirup is in greater demand. 

Mr. Hotsert. Actually, that fact, to get into some detail, isn’t 
right. 

Senator Toyz. It isn’t? 

Mr. Houisert. This area produces sirup which runs in almost 
identical percentage of the various colors that are true of the New 
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England area and the Ohio, and so on, and is almost entirely based on 
the equipment used in production and the techniques. 

Senator Humpurey. The only way I would know about this is a 
sample. 

Senator Tuys. I would rather not have that on the record. 

Senator Humpurey. May I say, as a Democrat, I don’t shudder 
at all. 

Mr. Housert. That is a new technological development which we 
have been responsible for in the industry, that product right there. 
[Indicating. } 

Senator Tuyr. The only reason I brought the question out is that 
we were discussing it in the Senate Agricultural Committee just last 
week, and the question came up as to why the sirup here in the 
Minnesota area was darker than the sirup in the New England area. 
The question was as to whether the soil condition reflected itself 
right back into the sirup. And you contend that it is your process 
rather than the nature of the soil. 

Mr. Hotsertr. We absolutely know the factors which control color 
in sirup as assuredly as I know my name, and we also know from 
extensive experience in buying, and we buy quite extensively, both 
in your New England area and here on occasion, that the color in a 
purchase of 1,000 different lots of sirup, that the number of units of 
what are called light amber, medium amber, and dark amber would 
be almost exactly the same percentage over a large section. For 
example, good producers of experience generally produce a sirup of 
lighter color because they don’t let their sap deteriorate. 

Senator Ture. You shatter the theory. 

Mr. Hotzserr. The soil factor is absolutely of no consequence. It 
has no bearing whatsoever. The sap itself upon experimentation in 
many, many samples of it, evaporated under identical circumstances, 
produces an identical product in color. 

Senator THyer. Sorry for the interruption. 

Mr. Houpert. Well, I always welcome the occasion to discuss the 
maple industry. Did you want me to continue? 

Senator THyr. You may proceed, please. 

Mr. Houserr. It would seem that members of this congressional 
subcommittee in reviewing this subject have become cognizant of the 
discouraging effect that repeated encounter with this type of situa- 
tion has upon the management of a firm that has undertaken the 
rather ambitious project of creating a rather new industry for the 
State and the area in which they are located. 

I firmly believe that if it is to continue to be possible to convert, 
with a creative imagination and diligent endeavor, the latent resources 
of an area into a better way of life for the people of that area, it is 
absolutely imperative that the tax structure be so altered as to make 
it possible for such entrepreneurs to interest venture capital in these 
pursuits. It is axiomatic that oo intelligent investor will so risk his 
funds unless the opportunities for gain are offset favorably with very 
real possibilities of loss. 

Thanking the honorably assembled gentlemen for the opportunity 
of presenting this situation on behalf of the numerous farmers and 
workers who have an interest in the development of the maple indus- 
try in this area, as well as expressing the appreciation of the employees 
and management of our firm—— 
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Senator Ture. How many years have you been at it, Mr. Holbert? 

Mr. Hotpert. Since 1946, when I started the business as a pro- 
prietorship, and since 1948, when the corporation was formed. Of 
course, the corporation being formed in 1948 was probably an 
extremely bad piece of judgment on my part, but I couldn’t anticipate 
all of the activities in Washington. 

Senator Tuyr. You are not alone. 

Mr. Ho.zert. In our incorporation we incorporated for a limited 
amount of money, for $12,500. We incorporated for $25,000, but we 
could only find $12,500. So for the next 2 or 3 years, 2 years specifi- 
cally, we managed to operate on that much capital because we had 
some acquaintances who would make personal loans and we were able 
to get over peak inventory periods. However, our volume of business 
grew very, very substantiaily, and it became apparent that we would 
have to introduce money outside of our immediate acquaintances in 
the community. Last year we did introduce a substantial, or what 
at that time was a substantial increase, about $45,000 in new money. 
During the course of the year and im a portion of the year we made 
quite a substantial profit. However, we also started an increase of 
our sales promotion to accommodate the increased supply that we 
anticipated and a good deal of that profit was spent in the latter part 
of the year in advertising promotion in order, frankly, to avoid the 
necessity of paying it all out in taxes and then borrowing some money 
to do the advertising after the first of the year. 

Now, this year, however, we have to introduce another, and much 
more substantial, amount of new capital. We have interested parties 
who are willing to make this investment if we can show them any 
reasonable chance that they can make it back. The fact of the matter 
is | had a tentative subscription of the amount that we needed until 
we got a tax analysis of our anticipated earning. We are now in a 
position where it is necessary for us not just to be satisfied to make 
money, but to plow some of our money back each year, and we have 
to pay some dividends back on our stock or be in a position where we 
could some day. It actually appears that we would be able to retain 
only about 30 percent of the amount of money that we could earn, 
and that percentage is so small because of the fact that practically 
every bit of the money that we earn this year would be excess profits. 
That discourages the investor, and the discouragement of the investor 
means that we have to limit the size of the business, and it is hard to 
limit the size of the business when you have created the source of 
supply on the market. 

I can’t honestly in my mind see how any legislator justifies a tax 
situation which deprives business of the opportunity of reinvesting 
their earnings. In other words, the fundamental economy of the 
country is actually based on what the total investment in productive 
facilities are. It is actually a limitation upon the total wealth of the 
country, and this is a specific example of how that hurts people 
urgently in need of new industry and new capital in their area. These 
people—and many of them probably do not understand the ramifica- 
tions of the tax—would certainly feel better, I know, to see equity 
money invested in something that would give them a future than 
taken away in the form of an inequitable tax. 

Mr. Bennett. Senator Thye, may | ask Mr. Holbert a question? 

Senator Tuyr. Yes. 
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Mr. Bennerr. Wouldn’t you be better off to cut down the maple 
trees and sell the wood for lumber and have a capital gain and be 
through with this? 

Mr. Houserr. That probably isn’t the logical solution. There is 
another one and that is to build a very, very large sales volume there, 
to dispose of the business established to a firm with a favorable tax 
base, take a personal profit on the issue and without any further 
consideration to the affairs of the people whom we have interested 
in this development or further pursuit of this, and then take that 
equity capital which I would then have and invest it in something 
where I would have a better tax opportunity. 

In truth, that is the out, and it is an out which I think many 
small businesses give consideration to. Instead of making a profit, 
just create a tremendous volume and sell it off to some large industry 
who has a better tax position. I think it was mentioned earlier today. 
It is an out but it certainly isn’t the kind of an out that someone who 
has put his interest into a business wants, nor do I believe that it is 
the kind of an out that is good for the long-term economy of the 
country. 

i Senator Humpurey. It promotes merger. 

® Mr. Hotserr. The situation is designed to divert business into 
the hands of the very large industries. Not necessarily monopolistic, 
but an extremely large, financially diversified, established industry. 

Senator Taye. Thank you, sir. 

(Witness excused.) 

We will reconvene at 2 o’clock. 

(Whereupon, at 12:50 p. m., the hearing recessed until 2 p. m.) 


AFTERNOON SESSION 


Senator Humpurey. Is Mr. Meland here? 

(No response.) 

Is Herb Woodward here, Mr. Woodward of the Columbia Heights 
State Bank? 


STATEMENT OF HERBERT WOODWARD, COLUMBIA HEIGHTS 
STATE BANK, COLUMBIA HEIGHTS, MINN. 


Mr. Woovwarp. My name is Herbert Woodward. I am executive 
vice president of the Columbia Heights State Bank at Columbia 
Heights, Anoka County, Minn. We are an independent, locally- 
owned bank with over 50 stockholders, nearly all of whom live in 
Columbia Heights and vicinity. We have a capital of $40,000 and 
deposits of $3,000,000. We are one of the three smallest banks in 
the Minneapolis metropolitan area. We are 14% years old. 

In banking we compete with the following tax-favored businesses: 
Credit unions, Federal savings and loan associations, the Farmers & 
Mechanics Savings Bank, which is a mutual savings bank, production 
credit associations, bank for cooperatives, and over a dozen Gov- 
ernment lending institutions. 

In our insurance department we compete with numberless mutual 
insurance companies who are enabled to write policies at lower rates 
than our companies can meet, because they escape a lot of Federal 
taxes. 


98399—52—pt. 1——-19 











984 TAX PROBLEMS OF SMALL BUSINESS 


The present high Federal tax rates have created a very serious 
roblem for our bank. We are being constantly pressured by the 
Federal Deposit Insurance Corporation and by State banking officials 
to increase our capital because it is small compared to the deposits 
which Federal inflation has brought us. Normally, this capital would 
have been built up from earnings. Federal taxation has been so high 
that earnings could not keep pace with inflated deposits. We have 
ut over two-thirds of our earnings back into reserves and paid out 

Sad than one-third in dividends, and even so, putting back over 
two-thirds, we couldn’t keep pace because of the high Federal taxes, 
which takes so much of those earnings. 

Most of our stockholders also compete with tax-favored businesses. 
For example, one of them owns a gasoline filling station. His income 
is not only reduced by his high rate of taxes but is also reduced by 
the competition of cut-rate, tax-favored, co-op filling stations. He, 
too, needs more capital in his business to successfully compete with 
the co-ops. He has told me that eventually he will have to sell 
out to a co-op. 

Another stockholder in our bank owns a hardware store. He 
competes with the co-op stores and has a problem identical to that 
of the filling-station operator. He has told me that the day will 
come when he will be absorbed by the co-ops. 

The fact is, gentlemen, I don’t see how anyone can possibly escape 
the facts, which are with Federal taxation at the rate it is, the mini- 
mum of 30. percent of your earnings up to 73 percent, and here these 
co-op businesses, which last year did, I have heard—lI have seen various 
ficures—in excess of $10 billion of business, and they can keep one 
third of their earnings, eventually they will accumulate enough to 
buy out all the rest. Standard Oil will eventually have to sell out, 
just the same as anybody else. It is just a matter of time. And 
then when you get all of your business owned by co-ops, where are 
you gentlemen going to get the taxes to win a war, run the Government? 

Another stockholder in our bank owns a hardware store. He has 
told me that the day will come when he will be absorbed by the 
co-ops. His is a little more distant because they haven’t got as 
many retail mercantile stores as they have filling stations and other 
businesses that they have gone into earlier. 

We have numerous other stockholders and customers who are up 
against the same situation as the two I have mentioned. 

In my opinion, Congress must both equalize and reduce taxes if 
small business in this country is to survive. And if I had said all 
business in the country, the thing would have been equally true, and 
it can be provided by the record in the last 20 years. 

That is all. 

(Witness excused.) 

Senator Humpurey. Is Mr. Theodore Ryan here? 

Mr. Rorster. Mr. Ryan is not here, but I would like to appear for 
him. 

Senator Humpnrey. Will you please step forward and give your 
name and affiliation? 
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STATEMENT OF FRED S. ROESLER, VICE PRESIDENT, WATEROUS 
CO., ST. PAUL, MINN. 


Mr. Rorster. My name is Fred S. Roesler, I am vice president of 
the Waterous Co., St. Paul, Minn. 

I don’t have a prepared statement, but I have a few notes on which 
I would like to comment and which are relative to the effect of the 
present tax laws on the small company. 

We employ about 145 people and manufacture fire pumps, heavy 
duty rotary pumps, process pumps, and fire hydrants. Our products 
are distributed on a Nation-wide basis. 

Our principal tax problem is to retain enough of our profits to pro- 
vide for normal growth. 

We were permitted under the present tax laws to retain a fraction 
less than 30 percent of profits made last year. Our tax load is approxi- 
mately 70 percent on profits from slightly less than $2,000,000 worth 
of business. We are growing, possibly, faster than we can afford to 
under present tax laws. . 

We purchased, last year, capital assets in the amount of $72,953 
Our provisions for depreciation or replacement reserves amounted to 
approximately $54,000. ‘The capital expenditures were a bare mini- 
mum requirement for our business. However, under the present tax 
laws and codes we were permitted to set aside only $54,000 for reserves. 

I would like to call to your attention a statement made in a booklet 
printed and issued by a Machinery Industry Institute. This state- 
ment read to the effect that a machine that is not worn out or depreci- 
ated in 7% years will have become obsolete with respect to competi- 
tion in the present-day market. Mind you, 7 years. 

Senator Tuy. What was the history on that? 

Mr. Roersurr. I will continue. 

Senator Tuy. I am sorry for the interruption if you are going to 
explain it in your statement. 

Mr. Rorster. What I have in mind now is—— 

Senator THyr. Are they going to become obsolete faster than they 
did in the past? 

Mr. Rorster. I think they are. Competition is becoming more 
intensive. I think in normal times, that is when we don’t have an 
unnatural demand like we are experiencing now, it will be very 
definite—— 

Senator Taye. And you manufacture what type? 

Mr. Rorstrr. We are considered a heavy-machinery industry. 

Senator Taye. Machinery industry? 

Mr. Roeser. Yes. I was looking through the United States 
Treasury Department Bulletin F, which was printed, I believe, back 
in 1927 and revised in 1942. The average age, or the allowable age, 
for depreciation specified by the Revenue Department for an engine 
lathe is 25 years. Now, compare that with 7% years referred to by 
the institute statement. 

Senator Taye. Why would they become obsolete so much more 
rapidly now than they did 20 years ago? 

Mr. Rorster. It is a matter of efficiency and productivity; it is a 
matter of controlling costs. We know that we can increase our 
capital wealth only by actually producing it. Now, if our costs, the 
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rate of increase in our costs, exceed the rate of increase in production, 
we are eventually going to be put out of business. The only way we 

could overcome this possibility is through greater production and 
efficiency on the part of the employees or by technological improve- 
ments in the way of better machines, better tools, better dies. 

In order to replace our equipment, we must set aside reserves for 
depreciation and obsolescence. We are permitted to charge to 
reserves only our original cost. 

Senator Tuye. Is there such a revolution in the die, the tool, and 
the machine designs that you would anticipate that there would be a 
new design out in the next 74% years? 

Mr. Rorster. Oh, yes; easily. We will take the automotive 
industry, for example. They change their models, I would estimate, 
compleiely in 5 to 10 years. They make minor changes every year. 

Some of the larger industries are permitted to charge off some of their 
heav y equipment as a tool charge. We expense very few items valued 
in excess of $50. Most small equipment and tool expenditures are 
capitalized, and are depreciated in from 3 to 5 years. Heavy ma- 
chines, like turret lathes or boring mills, are also depreciated in com- 
pliane e with the Internal Revenue Code or their Bulletin F; and it 
sets the age of an engine lathe at 25 years, a turret lathe at 25 years, 
a boring mill at 20 years, a drill press at 25 years. 

Senator HumpHrey. Has that bulletin been revised? 

Mr. Rorsier. Not recently that I know of. The book that I was 
looking at was obtained from the Revenue Department about a 
year ago. 

' Senator Humpurey. May I just suggest that as a personal opinion 
it bears no more validity than that. The automobile industry, par- 
ticularly in this period of time when the tax load is heavy and when 
the requirements for national defense are almost overwhelming and 
surely are becoming staggering, I think, has way outdone itself in 
terms of revising its tools and its molds for new patterns and new 
designs. I don’t think the American people have got to have a new 
bumper and a new fender at a time when we are calling upon the 
country to produce fabulous amounts of weapons. Frankly, I think 
ihe same holds true for aircraft production. You will never produce 
ny airplanes unless you freeze the design. We had to do it in 
World War II and we are going to have to do it now, because there 
is always somebody coming up with a new gadget, and that is what 
is is pracweally breaking the country at the present time. That is why 
» haven’t any airplanes at the present time to amount to anything, 
because just at the time that you are ready to produce the planes 
somebody comes up with a new technological advancement, and so 
you are constantly making new tools and new dies. 

I still say that right in this particular period when the tax load is 
he avy—and the tax load is bound to be heavy as long as we have 
to spend such tremendous amounts for re armament—that there may 
be some justification in trying to get along. It is just like they say 
with the Government, “Why don’t you try to get along with less? 
There are some projects that you don’t need to carry on.” I want 
to be so candid as to say that there may be some times that you 
don’t need a new tool or a new die. Maybe we ought to use what 
we have. 
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Mr. Rorster. That is fair enough, but that still doesn’t correct 
the problem for the small-business man. 

Senator Humpurey. It corrects this problem that when a me- 
chanical magazine or engineering magazine says 7% years, I am sure 
that it is thinking about that which is most highly acceptable. For 
instance, take the steel industry of this country: We could utilize 
hundreds of millions of dollars’ refurnishing the steel industry, by 
relining furnaces, using electrical equipment rather than coke. We 
could have all kinds of different processes which could be put into 
the plans, but we don’t because we try to get the most out of what 
we have. Some new furnaces are made and they are more produc- 
tive, but we have to use others. I think it is just a matter of saying 
we ought to get the maximum out of our equipment. 

I think it is fair to say that if you could trade a car in once every 
2 years, it would be wonderful, but some people can’t afford to trade 
a car in once every year or every other year. 

Mr. Roeser. That is correct. It still doesn’t remedy the situa- 
tion as far as the small-business man is concerned. 

Senator Tuyr. You are not able to compete with your competitor? 

Mr. Rorsier. We would not be able to compete under the present 
tax laws. 

Senator Humpurey. That is, presuming that everybody puts in 
new equipment? 

Mr. Rossier. That is right. 

Senator Humpurey. But I just heard a while ago that the tax 
load is so heavy that you can’t put in new equipment. So how can 
everybody put in new equipment and thereby put you in a bad 
competitive disadvantage? You can’t have both sides in this case. 

Mr. Rorster. I am not an authority on taxes, but I believe that 
when any capital-goods item becomes obsolete, it should be written 
off as an expense to cover the undepreciated portion. Most large 
concerns can financially handle the problem but not the small-business 
man. 

Senator Humpnrey: I believe we ought to reappraise the deprecia- 
tion provisions, but I don’t think that we can revise depreciation 
allowances on the basis of what are called perfect standards by the 
engineers, because on that basis practically every piece of equipment 
that we have in this country would have to be rebuilt. 

Mr. Rorster. We are » not ae for that, I believe. It could be 
somewhat more than 7; years. All we are asking for is something 
that is reasonable. 

Senator Humpurey. I agree with you. Now we are getting down 
to cases. 

Mr. Roester. As far as buildings are concerned, we have an allow- 
able depreciation rate of from 2% to 3 percent per year. ‘Take, for 
example, the purchase of a building by a small-business group for 
$20,000 with a replacement value of around $100,000. Eventually 
they would have to replace the building. They are enabled to depre- 
ciate and charge against their profit the $20,000 at an annual rate of 
from 2% to 3 percent, but not to make charges for future replacement 
value, say, at $100,000 because too much of their profit is being 
confiscated. 

Senator Humpnrey. I think we recognized that in the treatment of 
the sale of homes in the last tax law. 
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Mr. Rogster. That is right. 

Senator Humpnrey. And in the capital gains treatment. 

Mr. Roxrster. That was one. 

Senator Humpnrey. In other words, that is a recognition of what 
has happened in the inflated market. It may be necessary in this field. 

Mr. Rogster. A very intelligent change. Now, the depreciation 
replacement charge is another problem in that it ‘doesn’t take into 
consideration the inflationary factor. We buy a machine today at 
$20,000 or $25,000 and set up our reserves according to the Internal 
Revenue Code, if it is a 25-year life, at 4 percent per year on the 
purchase price. Five or ten or fifteen or twenty-five years from now 
it may take $50,000 to replace it. 

Senator Humpurey. In other words, you are suggesting that there 
ought to be some recognition given for inflated prices. 

Mr. Roeser. Similar to the cost-of-living adjustments in the 
wage rates. 

Senator HumpHrey. You are arguing for the same sort of balaacing 
factors in terms of depreciation for plant replacements. 

Mr. Roxsuer. In addition to building up its plant and equipment, 

a small business has a financing problem. If the organization is 
aggressive and is going to make progress—lI think it is a conceded fact 
that a business can’t stand still, it is either going to go back and out 
of business or it is going to go forward—as it grows it requires more 
funds for inventory investment and to take care of equipment invest- 
ments, accounts receivable, and so forth. I hesitate to reveal our 
current ratio, but I believe it will emphasize a financial problem. 
The Dun & Bradstreet comparisons for the heavy-machinery indus- 
tries, which includes also, the large concerns, indicates that the average 
median for about 300 concerns is approximately 3.69-1. In se hool, 
some years ago, we used to comment about a good current ratio of 
2to 1. Apparently, today, the 2 to 1 rate is unfavorable. Our little 
company had a current ratio as of the first of the year 1950 of 2.72, 
that is, we had $2.72 in current assets to every $1 in current liabilities. 
As of the first of the year 1951, or 1 year later, the rate had dropped 
to 2.11. As of the first of the year, this year, the ratio was $1.80 in 
current assets to every $1 in current liabilities, or a reduction of 
slightly more than 35 percent in 2 years. In the meantime, we had 
increased our sales from about $1,300,000 to $1,900,000. T he i increase 
is not entirely due to defense work. We have considerable defense 
work on the books; however, we experienced the biggest year in the 
history of the company last year in civilian business booked. Civilian 
business has been reflecting steady growth in the last 10 or 12 years. 
Civilian and defense business are recorded separately. 

The declining and unfavorable trend of our current ratio clearly 
indicates, we believe, that the high tax rates are not only preventing 
us from building up our plant, machinery, tools, and equipment on a 
reasonable basis, they are also preventing us from maintaining and 
building up our current assets to a position where we can take care 
of our volume of business. 

We think that all of the conditions I refer to should be taken into 
consideration in any revised tax law as it will affect small business. 

Our base period credits for excess profits rates are also relatively 
small. The smaller concern, I think, is much more subject to an 
erratic business cycle than the larger concern. If, unfortunately, we 
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didn’t have good profits for 2 or 3 years back in 1946, 1947, 1948, or 
1949, we are ceeancadl under the present law. 

We, occasionally, must call on our bank for loans. I believe that 
the small business is a little bit at a handicap as far as demanding a 
reasonable rate. At present it must pay 4% or 5 percent. The larger 
concerns frequently can get money at lower rates—another reason, 
we think, for the small-business man to retain a greater part of his 
profits for working capital purposes. 

We are also concerned about section 102 of the Internal Revenue 
Code, although I have ae recently of two court cases that were quite 
favorable in this respect. Apparently collectors or agents are getting 
tougher about paying dividends. The history of our company dates 
back a considerable number of years. As a general policy, instead of 
paying dividends, profits have been plowed back into the business. 
As a result, the company history reflects moderate growth to a point 
where it now employs approximately 145 people and does business on 
a Nation-wide basis. 

Senator Humpurey. How much is your stock worth today as com- 
pared to when it was issued? 

Mr. Roesxer. | couldn’t say. 

Senator Humpurey. In other words, it is a type of an indirect 
dividend that has gone into the value of the stock? 

Mr. Roesier. That is right; however, we couldn’t afford to pay a 
dividend. 

Senator Humpurey. They could have paid a dividend on the old 
stock had it not been plowed back into the business? 

Mr. Rosier. They could have bled the company, probably, and 
kept it small, and I presume, it could have gone out of business. 

Senator Tuyr. Who are the stockholders? 

Mr. Roeser. There are five stockholders. Principally a family 
group that eee the company. 

Senator Tuyr. So that when you are plowing it back, you are plow- 
ing it back into the family? 

Mr. Rorster. Eventually that condition will be taken care of by 
inheritance taxes, unless reasonable tax laws are enacted. 

Senator Tuye. But vou are plowing it back into the family? 

Mr. Rorsuter. Yes. It represents a paper wealth, but I don’t 
know whether it will be cashed in for any appreciable sum on a net 
basis, because, in the first place, I don’t know who would want to 
buy the business and the existing risks. 

Senator Humpurey. You have been in business 60 years, and you 
say the risk is pretty great? 

Mr. Rogsuer. To a large degree; ves. 

Senator Humpurey. It has continued to grow, hasn’t it, all the 
time? 

Mr. Rorsuer. Yes; it has grown. 

Senator Humpurry. To be very candid, you say the sales are up 
and you can’t keep pace with the sales. Where does this money 
come from if everybody is so bad off? It just doesn’t add up. I am 
very simple-minded about this, I know, but where do we get the 
business if everybody is in trouble? 

Mr. Roeser. The point that I am trying to put across here is 
that under normal conditions, if we could retain sufficient funds to 
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take care of growth—and, as I previously stated, only normal growth— 
I think it would be a fair benefit to the small-business man. 

Senator Humpnurey. I| agree with you. 

Mr. Roeser. I cited the current ratio and working capital con- 
dition to you. Now, if we were to continue with our present tax 
structure, we would have to, after we reached a certain sales volume, 
pull in our salesmen. At least, I assume that is what we would have 
to do, because of lack of funds which would preclude further sales 
expansion. 

Senator HumpHreY. Well, we hope and pray that we won’t have 
to continue with this tax structure. 

Mr. Rorsuer. | certainly do. 

Senator Humpurey. I think anybody in his right mind knows that 
this is a very heavy tax burden. The objec tive is that we are trying 
to build up to a peak of production, and it is primarily military pro- 
duction, and then be able to level off. As Senator Thye has said, there 
is no tax bill this year, and I hope that by the time we get ready to 
reconsider taxes we will have this information, such as we are getting, 
that has been so well documented this morning and afternoon. We 
hope that there will be a day in the future when we can get taxes down 
instead of up. I don’t mean in the too distant future. We hope to 
reach our industrial peak by the end of 1953. That is supposed to be 
the plateau, the high point. 

Senator Tuyr. The timetable has been extended quite a distance, 
but you are carrying funds on it only from this particular fiscal year’s 
appropriation. You are going to carry it over from the revenues you 
now anticipate from this fiseal year, to be appropriated for 1953, you 
see. I would hope that the funds that have been appropriated and 
what is coming in will give us a high military production, which should 
permit us then to taper off unless the world situation changes from 
what we presently see. 

Mr. Roester. We would like to have some relief in the meantime. 
If we are going to continue with the excessive rates that we have now, 
it will create an extreme hardship. 

Senator Toyz. We agree with you. I frankly say for all the Mem- 
bers of Congress that they are as worried about the present high take 
in taxes as anyone could be, but we have the question—and we were 
faced with it last year—did we dare to assume the responsibilities as 
individuals representing you to deny the military and the defense the 
money that they were demanding as well as begging for because they 
didn’t know what the world situation was going to be one month after 
the next? And we couldn’t assume the responsibility, even though 
we knew that was a tax burden that was far beyond what you could 
suffer and still retain sufficient funds required for venture capital. 
We couldn’t deny it last year. We didn’t have sufficient information 
concerning the world situation and what was going to happen next. 

Mr. Rorster. We are of the opinion—I am speaking entirely from 
the viewpoint of the small-business man—that possibly the present 
tax structure is either driving our ownership into the hands of the big 
corporations or it is eliminating the little man. We speak today of 
a free-enterprise system and the great opportunities in the country, 
which, of course, concern every individual, and I might add every 
young person coming out of this university. Let’s retain an oppor- 
tunity to start, to keep and to maintain the little business. A lot 
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of people would like to be big fish in a little pond rather than little 
fish in a big pond. We can take opportunity away through our tax 
structure. I think the tax structure applies to and affects the small- 
business man, entirely different than it does the big business. Big 
business, with favorable ¢ ‘redits, is taxed at only the 50- or 60-percent 
rate, Ww hereas the little man may have to face a 70 or 75 or even greater 
rate. I think this condition is disastrous. 

Senator Humpnrey. That is exactly why these hearings are going 
on. May I say that the Senate Finance Committee has the job of 
preparing tax bills. The Senate Small Business Committee has mapped 
out a program which touches on taxation only as it affects small 
business. It is our hope that at the conclusion of the hearings we can 
present recommendations to the Senate Finance Committee to meet 
the practical demonstrated need that we meet on the tour, as we go 
throughout the United States. 

We are grateful for the suggestions, and I think your analysis of 
these tax structural defects and weaknesses 1s helpful. 

Mr. Roxuster. Thank you very much. 

Senator Humpurey. Is Mr. Edward J. Bachman here? 


STATEMENT OF EDWARD J. BACHMAN, BACHMAN-ANDERSON, 
INC., ST. PAUL, MINN. 


Mr. BacumMan. Gentlemen, when this hearing was called, it was 
for small business, and you haven’t had any peanut-stand operators 
up yet, but that is me. But we have some problems. After all, 
when you realize that probably 95 percent of the businesses that are 
incorporated in our city or in the Twin Cities are businesses our size 
or smaller, I am glad to make a presentation not only on behalf of 
ourselves but maybe theirs, too, because our problem is probably a 
common one. 

Incidentally, I am president of the Insurance Agents Association 
in St. Paul, and we have a lot of young, up-and-coming agents in St. 
Paul who I know have an identical problem with us because we have 
talked about it. 

We are in the general insurance business. We organized, or rather 
I organized, an agency in 1945, in July. I worked all my life for 
someone else and, as Mr. Roesler said, there seems to be something in 
our American make-up that makes us want to go in business for 
ourselves. So in 1945, in July, I started a business. In order to tell 
you about our dilemma I have to tell you a little about our background. 

I took my brother with me about 10 months later, and about 6 
months later we got an engineer from Chicago to come with us, and 
we organized on an incorporated basis at that time. We had the 
problem of having all been poor boys with a lot of ambition and will- 
ingness to work hard, and we didn’t have any influential friends or any 
money in back of us, so we took what small amount of money we could 
raise and we invested practically all of it in furniture and fixtures and 
automobiles and things that a corporation such as ours needs to run 
itself. 

It is a personal-service organization. We don’t have some of the 
problems with regard to increasing inventories or a depreciation sched- 
ule for a large amount of machinery to be concerned about. Our 
small amount of fixed assets are not a factor when it comes to figuring 
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our taxes at the end of the year. Being a personal-service orgaaiza- 
tion, well, we try to gage our incomes, personal incomes, so that the 
cor poration at the end of the year, as it had to in the last 7 years, ends 
up with a very small profit or a very small loss. We try to keep it 
on a rather even basis at the end of the year. 

However, our business has now gotten to the point where we need 
more money. Well, one of these bankers who testified here, Mr. 
Woodward, can probably tell you that an insurance agency doesn’t 
borrow money very easily, and we have never had to borrow any 
money, and we don’t want to. What we would like to do now is to 
leave some of these earnings that we are making in that corporation, 
because as we grow it is necessary to have money to finance our 
accounts receivable. As a matter of fact, our accounts receivable 
sometimes will run as high as $50,000 or $60,000 and that is a lot of 
money to finance when people don’t pay their bills promptly and there 
is a general slow-down. It is rather hard for us. 

I think this will be rather amusing. As I explained to you, the 
reason we had to keep the corporation rather even in its earnings at 
the end of each year was that we needed the income to live on, “but, 
further than that, we thought is was wise with a corporation such as 
ours to draw out almost up to the limit. Last year we ended up with 
$802 profits and we paid $217 Federal income tax. 

Our dilemma now is to figure out a way to get some money in this 
business so that we can finance ourselves properly with regard to our 
receivables. We would like to set up a premium finance division of 
our own so that we could make a little money on the interest that we 
could charge people who want to take 6 or 8 months to pay an account 
that is due 30 days after a policy is written. It is pretty hard to do it. 

Then another thing that has pressed us is that we have had an 
opportunity to go into a venture that would take a sizable amount of 
additional capital. We have gotten the confidence of some people so 
that they are willing to invest some money in this. We can attract 
some investment capital now. The venture that we had in mind would 
have meant a very sizeable amount of capital ” three fellows who 
started out the way we did within the last 5, 6, or 7 years. We did 
some analyzing, however, and found that if we male in this capital, 
we would lose control of our own business temporarily, which wouldn’t 
be bad. I mean, we would be willing to do that, but for the amount of 
money we needed to do it, we couldn’t pay it off in our entire lifetime 
with the w ay the income tax is at the present time. 

It makes a real dilemma for us. I mean, here is a real opportunity 
for us, but if we do it, we lose everything we worked for, everything 
we hoped for, with no chance of getting it back in our lifetime. It is 
an unhappy situation. As a matter of fact, we figured if we could buy 
it back in 15 years, we would be satisfied, but it still can’t be done on 
that basis. 

That is one of our problems. It is a twofold problem. We are 
what is known as a capital stock insurance agency, where we represent 
only one class of insurance carriers, the capital stock companies. You 
gentlemen probably know as much about this as I do, but there is a 
discrepancy between the taxes that are paid between a stock and a 
mutual insurance company, and from the best information we have 
been able to get, part of the dividend which we are able to pay is due 
to the fact that there is a difference in tax structure. The dividend 
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is used as a sales weapon.- I mean, that is how they attract their 
business. The net cost is less than stock company insurance. We 
can offset a good part of that by giving what we think is a superior 
service, but if the dividend gets too big, why, that price is going to be 
attractive to many people. 

We have carried on an extensive campaign. As you gentlemen 
know, the city of St. Paul lays right along the large agric ultural area 
in W ashington County. We have carried on a very ‘extensive cam- 
paign over there, for instance, on farms. The mutuals that are 
writing that farm insurance pay no taxes at all because they are under 
the $75,000 limit and, consequently, they have a bigger tax advantage 
than the commercial mutuals that we are dealing with in the city areas. 
So we have kind of a twofold problem on which the Congress can prob- 
ably give us some help. 

Now, I don’t know what the answer is to helping a small corporation 
like ours accumulate our earnings in such a way that we can add it to 
our capital and surplus. That is something that probably you can 
figure out a lot better than we can. We don’t know what the answers 
are, but I am sure with the intelligence that we have in Congress we 
should be able to figure it out. 

Senator Humpnrey. You pay us great tribute. 

Mr. Bacaman. Well, I appreciate the opportunity to bring this 
before you. It isn’t a problem that is peculiar to our business. It is 
a problem that many people in our business have. Many of your 
insurance agencies are small, individually owned, private entrepren- 
eurs, such as we are, and we are very anxious to have some solution 
so that we can find a way to set up adequate reserves to take care of 
charging off a lot of receivables if we have to, if this thing goes bump, 
or taking care of other contingencies that might arise in our business. 

Senator Humpurey. What do you know about the general tax struc- 
ture on insurance companies as such? I mean, let’s talk about New 
York Life and Metropolitan Life. 

Mr. BacuMan. Well, Senator, we have no life insurance department 
assuch. But if you want to talk about the capital stock fire and cas- 
ualty companies as compared to mutual fire and casualty companies, 
I can tell you what I know about that, and I think you will probably 
find it to be true because I have made quite a study about it. 

Senator Humrurey. I knew you would know. 

Mr. Bacuman. The capital stock insurance companies are taxed on 
a corporate income basis the same as any corporation after proper 
reserves for contingencies have been set aside. The mutual fire and 
casualty companies pay their tax on an optional basis, either of which 
method figures the highest tax for them to pay. The one method is 
a 1-percent gross-earnings tax after dividends have been paid to policy- 
holders. The other method is the regular corporate tax on all income 
derived from all kinds of investments. Now, whichever one of those 
two methods produces the higher tax, they pay that method. 

Right now, for instance, at the present time, the large capital stock 
casualty companies have had a bad year. As a matter of fact, there 
isn’t a company in our office that has lost less than $3,000,000 on 
their underwriting. Consequently, the capital stock casualty com- 

anies are not going to pay taxes. Many of them will pay no tax. 
lany of them will have a tax refund from other years where they had 
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good years. ‘This year you will find the mutual casualty companies 
paying a higher tax than the stock companies will. 

We went through the same thing with the fire companies about 
4 or 5 years, you remember, when the fire insurance market was tight 
and the capital stock fire insurance companies were losing money. 
We had this thing up before the Congress before on equality of taxa- 
tion. 

It must be that the mutuals for the long pull have an advantage, 
because they are down there in Washington with John Wincker and 
some other very capable people putting up very adequate arguments 
for keeping it the way it is, or at least not making any change toward 
the capital stock tax structure, and we always fe el that if they didn’t 
have an advantage which was pretty good, they wouldn’t be down 
there making all the noise they are making. 

Senator Humpurey. The same problem exists in connection with 
building and loan and mutual savings banks as compared with the 
commercial bank? 

Mr. Bacuman. I think it is exactly the same. As a matter of fact, 
it is the same question that we arrive at so far as the entire cooperative 
novement is concerned. 

This is just a little sidelight that you might be interested in. I was 
kind of wondering how the men who were in Congress in 1916 when 
the present tax law was finally passed as a constitutional amendment 
and when the exemption was written insofar as that type of an associa- 
tion was concerned—what they would think about having the thing 
develop to the point where it is now? In the first place, the "y would 
be amazed with the tax rate, wouldn’t. they? 

Senator HumpHrey. I am quite sure. 

Mr. BacuMan. And in the second place, if they knew the exemption 
was going to amount to as much as it has, I don’t think they would 
ever have put it in. I don’t think it was the intention at that time. 
I think the thing has gone on through the years and no adjustments 
have been made. 

I hope that Congress does something for us. It is a very acute 
problem with someone who is in the business we are in, because if the 
portion of the dividends which these companies are using to attract 
business to themselves is made possible because they are being sub- 
sidized by us through our income-tax payments, it seems to me it 
should be apparent to everyone that it is obviously unfair, and we 
don’t like it. 

Thank you, gentlemen, for your time. 

(Witness excused. ) 

Senator Humpurey. Is Mr. Morris Warzinik here? 


STATEMENT OF MORRIS WARZINIK, VICE PRESIDENT, 
HOFFMASTER PAPER CO., OSHKOSH, WIS. 


Mr. Warzinik. I am vice president in charge of product develop- 
ment and development of sales of the Hoffmaster Paper Co., and we 
are located in Oshkosh, Wis., a town of about 40,000 or 45,000 people. 
It is a town that is composed principally of woodw orking and steel 
industries, and we are the first paper industry in a woodworking and 
steel town. All of us came from a paper town about 13 miles north of 
Oshkosh and have gone into that city because of the labor market at 





TAX PROBLEMS OF SMALL BUSINESS 295 


Neenah-Menasha, and what we have in a paper industry to offer to a 
town like Oshkosh is stability of employment and expansion. 

Our business is very new. It was started February 12, 1947. 
Unfortunately, the excess-profits tax came along and we were ‘caught 
right on the horns of a dilemma very fast. We started in the loft of a 
brick building, and the business grew because everyone had been in 
the industry, particularly the promoter, Mr. Hoffmaster, who had been 
in the paper business 20 years and he knew the business and he knew 
just how to operate. In other words, the excess-profits tax came along 
and stifled the ingenuity of the type of business that has usually 
been rewarded in America heretofore. 

On that basis we went to Washington last year, along with about 

95 other members of our group, and talked to them about our situation 
on the gross inequity in the excess- profits-tax law. Well, we secured 
some relief and we were very appreciative of that. However, when we 
got home and evaluated our efforts, we wondered just where we were 
really going and what is the problem in this country. After all, we 
secured some relief, and where did we put the relief? We put it right 
back into the business. When this meeting was called today and we 
were thinking about it, we didn’t come up here armed with a great 
number of statistics because we wondered just where we were going 
to end up. We are more concerned with the equality of opportunity 
than we are with some temporary relief or some temporary measure 
that would give us an advantage. 

While we are small today, we have 55 people. We learned one 
thing when we were in W ashington with all these other new com- 
panies: that none of us formed our companies to stay small. We 
know that we can’t stay one size. We either go ahead or we are going 
to go backward. We went down there into Oshkosh and we started 
there because we wanted to make a large company of this, but in the 
last 2 years the Federal Government has been taking more out of our 
business than we have been taking out of it in the way of retained 
working capital and dividends, and we have taken very small divi- 
dends. Now we are at the point where we need money for expansion. 

I listened this morning and this afternoon to all the arguments that 
one faces when one goes to secure equity capital, and it disturbs us. 
We are aware of that because we started this company on a philosophy 
that it was going to expand and we had some ideas, that we were con- 
cerned about getting outsiders in who are going to change it. We 
don’t want to be in the hands of the bankers. They may be nice 
people socially, but sometimes when they take over a business they 
are not so nice. 

Senator Humpurey. You exclude Mr. Woodward, a friend of mine. 

Mr. Warzinik. And, incidentally, one of the things that we are 
concerned about is how do we get this machinery, how do we get it 
into our plant to provide more labor? 

Now, Oshkosh is a community that needs the type of industry that 
we have. Incidentally, what does labor get out of it? We paid out 
10 percent of our net earnings last year through our profit-sharing 
trust, or in 1950 we paid 10 percent; in 1951 we paid 15 percent. 

The more machines that we can get into our plant—and our business 
is one of converting—the more money that we can make and the more 
people that we can put to work, the dollars that we put into the profit- 
sharing trust fund will relieve a lot of people who are 22 or 25 years old 





296 TAX PROBLEMS OF SMALL BUSINESS 


from being dependent on social security if we are fortunate and we 
can do what we want to do with this business in the next 30 or 35 
years. ‘The dollars that we can take out of net earnings before taxes 
for our profit-sharing fund like that is equal—we would have to set up 
approximately $3 or $4 to set up a pension fund out of surplus or 
earnings on that basis, rather. 

What we think and what we would like to have considered here as 
a means of relief for us is this: We would like to have a certain per- 
centage of the profits that we earn be made available to us for invest- 
ment in our plant in the way of machinery each year. Certainly we 
know that we can’t come to you people and say that we are a small 
business and today we have 499 employees; if we cross that arbitrary 
line and we have 500 employees, then we are big business. I don’t 
think that you can determine largeness or smallness or anything else. 
We have to depend upon economic forces to determine where we fit 
into this economic cycle in America. What is our competitive position 

going to be? But we as members of industry, when we feel that we 
can come to you people as Senators and Congressmen and ask you to 
preserve these avenues of opportunity, keep them open to us so that 
we can have equality of opportunity, we will take our chances whether 
they are going to be large or small. 

but one of the things we lack today is how do we retain some of this 
money that we know you people need down there? Now, if you can 
devise some equitable way, and I am sure it can be done, by giving us a 
certain amount of the money that we make to invest in our business 
this year—you forego a certain percentage, that is true, for 1 year— 
but as we put more people to work and as we expand, you will be 
investing as we are in our own individual efforts and in American 
labor and you will draw more from us in succeeding years. 

But some way or other we have to have some relief, some way of 
ecuring this machinery that we need to expand. We are never going 
o get it with these little chips, the inequities of the excess-profits-tax 
law, or this and that. We know that you need money, on the other 
hand, 

Senator Tuyr. There is no question that such taxes that are now 
imposed upon business or industries or everybody, whether it be 
income or corporation, were they to continue for a few years, it would 
destrov your ability Lo expand, it would destroy venture capital. In 
other words, the bank wouldn’t have anything to loan to you, and you 
would have to turn toward Government if you were coing to get any 
type of an expansion. And the tax experts, the members who serve 
on the Finance Committee, who are supposed to know the tax ques- 
tion, recognize it. ‘There isn’t a man who isn’t worrying just as you 
are, because there is such a thing as diminishing the returns by too 
creat a tax. The cycle will destroy itself if permitted to run too great 
a distance. We are just endeavoring with all our might right now in 
Appropriations Committee how to get the dollars out of the appro- 
priations without jeopardizing our national security. ; 

Mr. Warzintx. We would like to have you seriously consider the 
possibility of permitting each corporation to retain a certain per- 
centage of the amount of money that they would have to pay you in 
taxes as a credit if that money is invested within a year in the form of 
capital-producing machinery. 
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Senator THys. In plant expansion and new equipment to make 
possible a greater efficiency that will give you a greater net return in 
your operation, that is what you have in mind? 

Mr. Wanrzrnik. That is right. We will provide the building. We 
think that if we can only get it for machinery we think that the build- 
ing and capital to run that is our problem. What we do need relief on 
is to secure machinery. 

Senator Turn. If you have the new design machine that is more 
efficient, if you were to borrow it, you couldn’t retire the debt incurred 
under the present tax rates that are imposed upon your corporation? 

Mr. Warzintk. That is correct, sir. 

Senator THyr. That is what we are seeking, because we know that 
the tax bill that was imposed upon the taxpayer in the 1951 act has its 
inequities and we are just trying to ferret them out. 

Mr. Srutrs. What would your guess be on this investment that the 
Government might make if it gave you a credit of $25,000 or $50,000, 
some such figure as that? Do you suppose they would get it back in 
the course of 20 years or 3 years or 1 year? 

Mr. Warazinik. Suppose that we have $10,000 credit that you 
would permit us to invest in machinery the coming year. We put 
that into machinery right away. Well, you would start getting the 
results of that investment of $10,000 in machinery the next year in 
our regular corporate tax. We don’t want a direct subsidy from you, 
but we think it is a credit that we should be able to invest. 

Mr. Sruuts. So that the Government would get back 100 percent 
in a very short period? 

Mr. Wanzintk. Depending upon how efficient we were and how 
much money we made with it. 

Senator Humpurey. You may actually get more back in terms of 
increased productivity, increased output, and increased sales? 

Mr. Warzinrk. We say that if you are going to be a partner of ours, 
and evidently you are—I have a graph that will show you that you 
get a greater share out of our business than we are retaining—we 
would like to have vou go along with us and invest it in some of the 
machinery. Let us keep the title. 

Senator Humpurey. | am a partner, too, but I haven’t anything 
to show for it. You atleast have gota machine. We are all partners 
in this. Asa matter of fact, I think it is about time that we reminded 
one another that we all pay taxes, even Members of Congress. 

Mr. Warazinik. That is right. 

Senator Humparey. And we are afflicted by the same heavy tax 
rate. I think Senator Thye put his finger right on it when he said 
that there isn’t a man in Congress today that would vote for an 
increased tax bill. i think everyone of us feels that we have to study 
the tax structure. I personally believe that we have gone ahead and 
built this tax structure up without too much study of the individual 
items in the tax bill as they apply to specific situations. For example: 
Normal depreciation allowances in abnormal times raises difficult 
problems. At a time that you have a technological revolution going 
on in the country which requires new equipment, we must be certain 
that the tax structure does not impede normal progress in techno- 
logical developments. 

What we really have today is a technological and scientific revolu- 
tion in the field of production. Small business feels that it needs 
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some compensatory tax policy to help it participate in technological 
progress. I think that is what we are getting out of the hearings. 

Mr. Warzrnik. I think you are perfectly right. What we want 
to do is continue the life blood of this sort of tax. We can’t argue 
with you 

Senator Humpurey. We don’t want to argue, but your advice is 
very pertinent and I may say it is very direct. 

Senator Tuy. The fact is that bill was written last year. We are 
just learning today what the actual effects of that new tax bill were a 
year ago in view of the inflationary prices and your inventory costs as 
of today, and that is what led to this committee study. If we are going 
to be of any service to the Finance Committee which will start the 
tax study, as we expect, in,1953, we are going to have to lay this down 
as a foundation from which we will argue from the standpoint of the 
committee members representing small business. 

Senator Humpurey. We have had three tax bills in less than 2 
years, and the delayed impact of each tax bill is about a year. So you 
see, you don’t quite get the full impact of the bill without a delayed 
reaction, and that is just about what we are catching up to now. 

Do you have any questions? 

Senator Tuyr. No, I have none. We are getting good infor- 
mation. 

(Witness excused. ) 

Senator Humpuarey. Mr. Lampland, would you like to testify now? 


STATEMENT OF ARTHUR LAMPLAND, PRESIDENT, LAMPLAND 
LUMBER CO., ST. PAUL, MINN. 


Mr. LampLanp. At the outset, I am sure that much of what you 
heard here today is cumulative, and I don’t propose to add much more 
in the way of detail except generally to agree with much of the testi- 
mony that you have already heard. I do want to make a few obser- 
vations that may be helpful to you and also—— 

Senator Ture. Mr. Lampland, would you identify yourself for the 
record? You see, we know you, but we want those who read the 
record to. 

Mr. LAmMpLAND. My name is Arthur Lampland, and I am president 
of Lampland Lumber Co. Our company is a small business employ- 
ing approximately 75 to 100 people, located in the city of St. Paul, 
primarily engaged in distribution but also doing some manufacturing. 

First of all, I would like to point out a few fallacies that occur to 
me in the background of many of your tax laws at the present time. 
The first one that 1 think all of your witnesses would attest to is the 
fallacy that most people think that all profits are cash. Certainly 
such is not the case. Nor are all reserves cash, such as your deprecia- 
tion reserves. Nor are surpluses as they appear on corporate state- 
ments or business statements of one sort or another necessarily in cash. 
This question of cash is all-important to a business these days, and 
particularly since Uncle Sam wants his taxes paid in cash. Just a 
rather incidental sidelight on this question of cash is what happened 
in the —e days of March of this year that most bankers could 

testify to, namely, that your collections in all kinds of businesses 
slowed a apprec ‘iably because many people, both individuals and 
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businesses, have to pay their taxes in cash to Uncle Sam first and 
couldn’t pay their retained operating obligations. 

The question of cash is a partic ularly pinching one on a small 
business. My own experience is typical as well as comments that I 
heard from other businessmen. 

You have heard today, by and large, about questions of the impact 
of income tax on small businesses. That certainly is all important, 
and I would certainly agree with most of the testimony on the question 
of inadequacy of present depreciation allowances because of inflation 
or questions of double taxation that you heard about, and quite a few 
other points of that type. But the point I would like to comment 
about particularly is the impact of the estate tax, and particularly 
the Federal estate tax and inheritance taxes, on smal] business, which 
I think are just as real as the impact of the income tax. As a matter 
of information to this committee, I think the impact of those taxes has 
the effect of lessening the desirability of investments in small business 
and is driving or attracting capital, if you please, into big business. 

Senator HumpHrey. May I just sav, Mr. Lampland, as I under- 
stand it, there has been no revision of the estate and gift taxes since 
1948, and the last revision was a downward revision, which lowered 
the effective tax rates below the 1942 level. So for ail practical 
purposes the estate- and gift-tax schedule is weaker than it was in 
1942. 

Mr. LAMPLAND. Well, whatever the levels are, Senator—— 

Senator Humpurey. I just wanted to get that clear because there 
has been no additions to the estate and gift taxes in the last three tax 
bills. 

Mr. Lampianp. Whatever the exact figures may be, that adds to 
the burden or the amount of the tax, and I am saying that even as 
to the 1942 levels, it has the effect of discouraging investment in small 
business and making it more advantageous to invest in so-called big 
business, not that their interests are opposite—I don’t believe that, 
because every small business certainly hopes that at some time it 
will become big business—at the same time, whatever your levels are, 
I am sure that the present taxing policy has the effect of acting as a 
damper on small business. I think that a large number of small- 
business men will tell you that they just ant afford to die for the 
simple reason that with ownership somewhat concentrated, as it has 
to be in a small business, it may well lead to the result that business 
will have to be liquidated or very seriously curtailed in order to pay 
the obligations presently imposed under your tax law. That is the 
main point I am trying to make. 

At the same time I think it is rather simply stated that there are 
just a few limited sources of investment in a business of any kind 
today. One of the first ones that we all think of is the reinvestment 
of earnings, and I think that your testimony so far today has certainly 
indicated the difficulty, if not impossibility, of reinvestment of earn- 
ings by the corporation or by the persons active in that business, be 
they principal stockholders or important administrative employees. 
The personal income tax is such that there is small margin for saving 
by people of substantial income for that reinvestment process. 

The second source, I think, or the second major source of investment 
funds for any business is by the so-called outside investor. While 
I am certainly not requesting a crying towel for those who have in- 
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vestments in small business, yet I am quite sure that a person with 
capital to invest would choose an investment in so-called big business 
in preference to one in small business because of the hazards among 
them, the estate tax hazard that the small business has particularly. 

Now, I could elaborate on many of those points at length, but I 
think probably your hearing has been extended long enough now not 
to burden you with them. I could illustrate the impact “of some of 
those points in our own small business and other businesses in St. 
Paul that I am familiar with, but those are the main points that I 
would like to bring to your attention today. 

I would not like in any situation to be critical of them without trying 
to offer something that may be a little bit helpful, and these thoughts 
have occurred tome. It seems to me that as a matter of basic philos- 
ophy the Congress could well adopt the policy where it recognizes the 
virtue of saving, whether at the corporate or ‘individual level, in some 
way rather than seeming to penalize it, as I think is true at the present 
time. I think we had an extreme illustration of what the tax laws 
have been where Congress imposed several years ago—and its since 
been repealed—the so-called undistributed-profits tax. 

I think you have another illustration of penalizing saving in the 
so-called section 102. I believe that is the unreasonable accumulation- 
of-surplus section. I think things like that are discouraging to 
saving, and saving actually is the only real source of investment capital 
for small business. ‘The possibility of outside investment is extremely 
limited. 

I think, along the lines suggested otherwise here, that some allow- 
ance, if you please, for profits that are reinvested or plowed back into 
a business would be a very reasonable w ay of handling it. 

Another program that I think the Government could well contem- 
plate, again addressed particularly to the estate tax, would be to 
adopt a program that actually would work, permitting the postponed 
and orderly payment of the estate tax liability over a reasonable period 
of time. Now, I know that there is some section in the law in that 
regard right at the present time, but I think it is also true that Uncle 
Sam still requires A tty much cash on the barre lhead, to the penalty 
of the very small corporation particularly. I don’t mean that he 
should continue on an unsecured paeie but I think a plan for an 
orderly retirement of that obligation to Uncle Sam would certainly 
be an encouragement to investment in small usinder 

Senator Humpnrey. I think there was some provision regarding 
redemption of stock in the last revenue act. 

Mr. ne np. That ts true That is where the cash enters into 
it. Most small businesses don’t have cash to put into a redemption 
certificate. ‘Gariet that, even with cordial relationships with a bank, 
if you have a small business, their willingness to lend current funds 
where vou have a substantial change due to the death of a principal is 
considerably less. 

Senator Humpurey. In other words, what you are saying is that due 
to the inability to accumulate cash reserves, when there is a death of a 
principal holder in the company and the estate and gift taxes must be 
paid up, there just isn’t the money available. Therefore, you have 
to start liquid: ating the business itself in order to take care of the estate 
and gift taxes? Is that the point? 
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Mr. LampLanp. That is right. And if there was a program for the 
payment of that over a period of 10 years or a reasonable period, with 
proper security or assurance—I don’t mean that the Government 
should gamble on it; I just say that they should permit an orderly 
method of payment—that w ould be a real help to small business. 

Right along the same line, it isn’t only the impact of the estate tax 
itself but just the threat of the impact that discourages expansion 
right now and requires a much greater liquidity of a small business as a 
matter of current operation than would otherwise be required. ‘All 
business wants to expand. If they face the death of a substantial 
owner, knowing that probably the main source of that tax money will 
be that owner’s investment in that small business, then that corpora- 
tion or that partnership, whatever form it might be, must remain 
exceedingly liquid in order to meet that tax liability when it develops. 
So it has a dise ouraging effect currently as well as when the estate tax 
hits. 

As a matter of philosophy of taxation it seems to me—and this is a 
purely personal observation—that it is sounder fiscal policy from the 
Government’s standpoint to have lower estate and inheritance taxes 
and higher income taxes, if that is your choice, mainly because the 
estate tax hitting once, thereafter removes a source of earning power 
that the Government could otherwise tax year after year 

Senator Toyz. Would you stipulate any specific size of business? 

Mr. Lamp.anp. I don’t know that you could do it by size, Senator 
Thve. You have a variety of witnesses here today; you have a 
variety of problems. The insurance man had no problem of depreci- 
ation or investment in fixed plant or machinery. Probably the 
manufacturer of heavy machinery has a minimum proble m of invest- 
ment in receivables. You have such a different situation by businesses 
I don’t know how I would answer that question, because your size— 
it has some parallel in how to set a proper dues-paying basis for a 
chamber of commerce, if you forgive the analogy. One business may 
have a tremendous volume of business with a minimum of fixed in- 
vestment. Another one, like a utility, might have a tremendous fixed 
investment but nominal volume. I don’t know that you could define 
it by size. 

I think you might approach this credit against net income basis on a 
program, say, of a given percent of net income before taxes that micht 
be a permissible amount to accumulate with proof of investment in the 
business, or maybe some matching pattern applied to any corporation. 
You might find a formula of that type, but I think it would be hard to 
define it by type of business or size of business. 

Believe me, the impact of the estate tax is a very real one, actually 
as well as potentially, on the growth of small business. 

Senator Humpurey. Thank you very much. 

(Witness excused.) 

Is there anyone else who wishe 's to testify? 

Mr. Nets. I want to amplify my remarks. 

Senator Tuy. This is for anyone who would like to testify. 

Senator Humpurey. Mr. Neils, you said that you wanted to amplify 
your testimony. Then we can come to any new testimony. 

Mr. Nems. Yes. We had several meetings with the chamber of 
commerce and we were unable to find out what the excess-profits tax 
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in the year 1951 amounted to. So we, the chamber contacted Mr. 
Walter Heller, of the University of Minnesota. He is adviser to the 
Treasury Department. His estimates are as follows for 1952-53: 
The total corporation tax re venue will yield $27,800,000,000. 

Senator Humpurey. That is the total? 

Mr. Nets. Total. Of this the excess-profits tax revenue is 
$3,500,000,000. Thus excess-profits tax revenue is about 12 percent 
of total corporste tax receipts. 

Now, gentlemen, I don’t think you can escape the conclusion here 
that—and we will use a very homely illustration that I think Senator 
Thye will appreciate tremendously—the excess-profits tax is just like 
sterilizing the bull of the herd of cattle, sheep or hogs on the farm. 
That is my conclusion. 

Senator Humpurey. That is a dramatic conclusion. Rather de- 
pressing, may I say. 

Senator Ture. It is understandable, sir. 

Senator HumppHrey. Was there someone else who wanted to 
testify? 


STATEMENT OF HOWARD Y. WILLIAMS, DIRECTOR OF FIELD 
ORGANIZATION, MINNESOTA ASSOCIATION OF COOPERATIVES 


Mr. Wituiams. My name is Howard Y. Williams and I am the 
director of field organization for the Minnesota Association of Co- 
operatives, St. Pau!, Minn. 

Senator Humpurey. Would you like to testify, Mr. Williams? 

Mr. WituuMs. I thank you very much for this opportunity. I 
think I will just make a statement that we have heard the testimony 


and we will be glad to present written testimony to the committee, 
unless you have time and you want a discussion of this thing. We w ill 
present it in writing. 

Senator Humpurey. I really believe that it would be desirable, Mr. 
Williams, if you could, and then you can present a prepared statement 
and it can be included in the record. 

(Letter from Harry J. Peterson, executive secretary, Minnesota 
Association of Cooperatives, follows:) 


MINNESOTA ASSOCIATION OF COOPERATIVES, 
St. Paul, Minn., April 17, 1952. 
Hon. Husert H. HuMPHREY, 
Hon, Epwarp J. THYE, 
Select Commitiee on Small Business, 
Senate Office Building, Washington, D. C. 


Dear Senators: The invitation to attend the hearings of your taxation sub- 
committee in Minneapolis was most appreciated. The representatives of cooper- 
atives who were present felt that, while there was some special pleading on the 
part of some of those who testified, yet the hearings as a whole were very informa- 
tive and worth while. We congratulate you on the conduct of the hearings. i 

Cooperatives are certainly concerned with the problem of heavy taxation these 
days, just as are other small businesses. Just as one example of this problem, the 
annual report of the Walworth Cooperative Association, Walworth, Wis., pre- 
sented just recently at its annual meeting, showed net earnings of $1,071 after 
distribution of dividend (interest) on stock as required in their charter and after 
payment of $898 in Federal Income Taxes. The $1,071 amounts to nothing for 
expansion, little for reserve, and it provides no incentive for patrons to patronize 
the cooperative because of savings which should be possible. If this situation 
eontinues, all the NTEA would have to do would be to leave us alone and we 
would be driven out of business. We know that your hearings will bring out 
evidence that will result in some reduction of taxation on small business. 
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One feature of the administrative rulings associated with the 1951 Revenue Act 
is especially burdensome to small corporations and cooperatives. The ruling 
requires all corporations to file Form 1099 and 1096 with the Bureau of Internal 
Revenue on payment of dividends of $1 or more to individuals. This applies to 
all corporations not able to qualify for income-tax exemption under Section 101 of 
the Internal Revenue Code and therefore applies to all nonagricultural cooper- 
atives and to all agricultural cooperatives having a few members who are not 
producers of agricultural products. This means that five-sixths of all cooperatives 
in the United States must comply with the $1 requirement of Form 1099. The 
other one-sixth must also file Form 1099 but only for individuals receiving dividend 
payments of $100 or more. This ruling, therefore, sets up a disparity among 
cooperatives, 

The capital requirement of cooperatives comes from small amounts of invest- 
ment from a large number of individuals. This is in contrast to regular corpora- 
tions of the small business variety where we most frequently find few stockholders 
with larger investments each. The rules are therefore less burdensome on the 
small reguiar corporation than upon a cooperative although still a costly require- 
ment for all corporations. Keeping the records required and completing Form 
1099 for so large a number of small investors imposes au unnecessary and & most 
costly procedure upon cooperatives. For example, Cooperative Services, Ine., 
St. Paul, submitted 351 Forms 1099 this year. Their potential liability is for 
3,800 forms on outstanding stock of $150,000. 

Park Cooperative Oil Association, St. Paul, has a potential liability of 800 forms 
on outstanding investment of $35,000. 

Examples like this could be cited for hundreds of cooperatives in both rural 
and urban areas. 

We don’t believe it is humanly possible for the Federal Internal Revenue 
Department to ever make any constructive use of all these forms with small 
amounts on cach. It would be more reasonable if the minimum amount to be 
reported were set at $100 for all corporations and cooperatives. 

We were a bit surprised that three of those who testified sought to drive a wedge 
between cooperatives and other forms of private business by their attack on the 
tax policy toward cooperatives. We desire to commend the members of the 
United States Senate for their action last September in defeating the Williams 
amendment to the tax bill. Our experience indicated that when the facts are 
presented to the Senate you will receive fair attention as cooperatives. We 
believe in the essential justice of the Congress. 

In this period of emergency, it seems to us that the mein hove for increased 
funds is to be found in discovering where are the tax loopholes and then plugging 
them up. 

We shall appreciate your filing this statement in the hearings of your committee. 

Sincerely yours, 
Harry J. Pererson, Executive Secretary. 

Senator Humpuruy. Now, was there anyone else? Is there anyone 
else who would like to testify? 

Mr. Cuirrorp ANpsrson. I would like to make one further obser- 
vation at this stage, if | may. During these hearings it’s become 
apparent that there are several good suggestions that can be followed 
by tax lawmakers, one of which, of course, and the primary one, is to 
drop the excess-profits tax because the penalties it imposes are going 
to far outweigh the advantages gained in revenue from its application. 

One of the other suggestions, however, and probably the best other 
suggestion that I would consider as workable would be the one that 
credit be allowed to any corporation on money left in that company 
if that money is used to increase the productive facilities. Now, this 
could lead to abuse if it is not limited to a part of the earnings, of 
course, and I think, too, that it would not be of any great help if it 
was applied rigidly in that it would not provide a way to give a com- 
pany a cash reserve for a rainy day. It might lead to the opposite 
result. In other words, a man may find that he can successfully put 
money into equipment because he is given credit by the tax law for so 
doing when he really doesn’t need that equipment. The fact is it is 
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not a requirement for his success at all but it is a way that he can save 
some money and so he does it, when in reality what he really needs is a 
cash reserve and liquid money to pay payrolls with and his expenses 
and the other things, like inventory purchase, that are liable to come 
his way when he least expects some recession in his sales and income. 

I would think, then, that these statements lead you to an inescapable 
conclusion that any tax relief should provide flexibility to a business- 
man, giving him freedom of action as to where to apply the funds when 
that occasion arises that he needs funds, and that then leads you to 
this conclusion, that a limitation on the amount of tax on income seems 
to supply the only satisfactory answer. I think and have placed in 
my report on record that you should limit the amount of money that 
the Government will take away from you, from your profits, by some 
limitation, percentagewise or otherwise, which may be related to the 
size of the income percentagewise, not definitely set, as the excess 
profits does at a limitation of $25,000 for small business, and so forth, 
making it a sliding scale as you do for other income taxes. The bigger 
the company, the higher the taxes; the smaller the company, the 
lesser the taxes, like you do on an individual. That may provide 
some solution to this problem. 

Senator Tyr. That would encourage the small business toward 
an expansion or a growth, and once they reached a higher level, they 
put themselves into a higher bracket. 

Mr. Cuirrorp ANDERSON. Yes. 

Senator Tuyg. It certainly would give the little beginner an 
opportunity. 

Mr. Cuiirrorp ANpERsON. I would think so. 

Senator Taye. That is an interesting angle. 

Senator Humpurey. We did have a “notch” rate for a while, you 
remember. The rate on profits between $25,000 and $50, 000 was 
higher than the rate above $50,000. So between $25,000 and $50,000 
you actually hed a wilderness area there that really extracted an 
awful lot of tax out of the growing corporation, the small corporation, 
and thereby prevented them from accumulating capital that was so 
essential for their expansion. So they eliminated the high rate and 
flattened it. out, so that the same rate applies, beginning at $25,000. 
You have a lower rate, I think it is up to $25,000, and then after that 
it is 52 percent. 

Mr. Cuirrrorp ANprerRsON. The first step is the big one, like they 
used to say in the elevator business. 

Mr. Neris. Senator Humphrey, right along that line, there is an 
illustration in the war which would probably fit right in here. Because 
of the exemption under the Renegotiation Act it was more profitable 
for a corporation to stay just $1 under the exemption than to increase 
its business like many of the corporations did. The take-home cash 
for the duration of the war was more on $5,000,000 of business than 
it was on $36,000,000 of our business, and that is an actual fact. 

Senator Humpurey. The rate schedules, I think, are very interest- 
ing in this period that you are talking about, too. I happen to have 
them here. I got some material up for this hearing. On a corporation 
from 1946 to 1949, under $5,000 the rate was 21 percent; $5,000 to 
$20,000 it was 23 percent; $20,000 to $25,000 it was 25 percent : but 
$25,000 to $50,000 it went to 53 percent; and then over $50,000 it 
dropped back to 38 percent. So you see it was right at that point 
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where capital accumulation would have been meaningful that the 
rate was abnormally high; it set back many a company that was in 
that bracket. That was remedied in the act of 1950. In other words, 
this $25,000 to $50,000 bracket was eliminated. The rate up to 
$25,000 is now 30 percent and above $25,000 it is 52 percent. In 
other words, they took out that bracket with the high rate. The 
former method met a good deal of the complaint which has been, I 
think, rather properly corrected. 

We have been told about the inability, in an inflationary period 
particularly, of small business to obtain funds for capital accumula- 
tion. Adding that to the depreciation problem, which has been 
brought out, ‘I think, very well today, and may I say that none of 
us have thought about the relevance of estate and gift taxes to a 
small corporation. I think we have had a productive discussion. 

Mr. Gannon, you wanted to 


STATEMENT OF R. L. GANNON, REPRESENTING THE STATE CIO 
HEADQUARTERS, MINNESOTA CIO COUNCIL, MINNEAPOLIS, 
MINN. 


Mr. Gannon. Yes, Senator, if I could for just a moment. 

Senator Humpnrey. Will you identify yourself? 

Mr. Gannon. Sir? 

Senator Humpnrey. Will you identify yourself for the record? 

Mr. Gannon. R. L. Gannon, for the State CIO headquarters, 
Minnesota CIO Council. 

I would just like to say to Senator Humphrey and Senator Thye 
that we have come prepared to comment on the State tax structure 
and found this was exclusively a hearing for you gentlemen on Federal 
taxes, so we shall not comment at this time. 

But if I might just say one thing on this bull. I would like to make 
just one comment on that. It can be a very serious situation, and 
as the discussion went around today, I understand that it is particu- 
larly serious now in wartime whether or not this bull is going to be a 
sterile animal. But, you know, I happen to come from Senator 
Thye’s home town. I am not from the farm, but I know there is 
more than one way to sterilize a bull. If you don’t do it by excess- 
profits tax or gift and inheritance tax, there are perhaps other ways. 

I would just like to throw out to you gentlemen and for the com- 
mittee here the thought that it seems to me that the basic form of 
capital accumulation, which has been the real problem that you 
discussed today, the one in which, believe it or not, we in the CIO’ are 
becoming increasingly interested, because we are very definitely 
favor of small business and a rapidly growing number of small Baas 
nesses, that this problem of capital accumulation for you people is 
tied up not only with tax problems but a number of others, the pri- 
mary one of which today, from our standpoint, is this: whether or 
not you will be able to get help in this particular period when you 
have rapidly expanding orders but no capital with which to prepare 
to turn out what is ordered from you, that you do have available to 
you, perhaps from the Small De fense Plants Administration, money 
which will he Ip you tool up and prepare to put out orders which you 
otherwise couldn’t accept. But did I understand that there are a 
number of businesses which are opposing the giving of funds by Con- 
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gress to the Small Defense Plants Administration, which in turn would 
be available to you at small interest rates, and so forth, which would 
be on the princi le of a revolving fund? It seems to me that is one 
answer to the problem which many of you have expressed here today 
over a short run, right now when things are really tight. The capital 
market is tight. You don’t have the opportunity of raising money any 
other way. J am just saving that perhaps we can save the bull in that 
particular way at this particular moment. 

L know, Senator Thye and Senator Humphrey, that that is not a 
direct point of inquiry, but I do believe it is germane to the problem 
that these gentlemen have presented to your committee today. Thank 
you. 

Senator Humpnrey. Thank you, and I understand that you will file 
a statement with the committee. 

Mr. Gannon. No; Senator Humphrey, because our national office, 
the national CIO office, will probably appear before your committee 
on the matter of the excess-profits tax. 

Senator Humpurey. | believe that this, Senator Thye, is the 
conclusion of our hearing today. On behalf of my colleague, Senator 
Thye, and myself I want to thank, first, Mr. Walter Malmquist, the 
regional director of the Small Defense Plants Administration for his 
generous and able assistance, and also Frank Clawson of the Minne- 
apolis Chamber of Commerce. Frank, you have been very helpful, 
and we are deeply appreciative, as always, of your cooperation. 

One point that has been brought to my attention is that a copy of the 
transcript of this hearing will be available, I understand next week, at 
Mr. Malmquist’s office at 1247 Northwestern Bank Building or at 
Mr. Clawson’s office, and this copy of the transcript will be available 
for vour editing. Iam speaking now of the witnesses. We had some 
ad lib, back and forth conversation. You may want to double-check 
your figures and also the sentence structure. 

This record will be open for some period of time for additional 
statements, isn’t that right? 

Mr. Sruuts. Yes. 

Senator Humpurey. I want to tell you that I not only have enjoyed 
this but found it most educational and informative, and I am going 
away from this hearing with a better knowledge of your problems. I 
assure you, speaking for myself, that your thoughts and views have 
been given sympathetic reception and unde rstanding. I hope later on 
we can either individually or collectively discuss these matters so we 
can be helpful. 

Senator Toye. Gentlemen, I want to say that this has been one of 
the most pleasant hearings that I have ever sat in, from this stand- 
point, that you stuck strictly to the business for which this committee 
session was called. There were no personalities. You gave us 
very intelligent factual statements as related to your specific business, 
Therefore, I know it has been not only helpful to me but it will be 
helpful to Members of Congress who will look to this committee report 
for information as to how the taxes have affected and are affecting 
the small-business man. 

(Whereupon, the hearing was adjourned at 3:40 p. m.) 
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THURSDAY, APRIL 10, 1952 


Unirep States SENATE, 
SUBCOMMITTBE ON ‘TAXATION OF THE SELECT 
CoMMITTEE ON SMALL BusINgEss, 
Birmingham, Ala. 

The subcommittee met, pursuant to notice, at 10 a. m. in the 
Chamber of Commerce Auditorium, Birmingham, Ala., Senator 
John J. Sparkman (chairman) presiding. 

Present: Senators Sparkman and Edward J. Thye. 

Also present: Walter B. Stults, assistant staff director; and J. C. 
Dockeray, Director, Economic and Production Research Division, 
Office of Small Business, National Production Authority. 

The Cuarrman. May we come to order, please. 

I don’t know just how many witnesses we shall have today, but 
we can get started so we can be certain of finishing today, and be 
able to give everyone the time that is desired. 

Let me say in the beginning that we represent the Subcommittee 
on Taxation of the Select Committee on Small Business. I assume 
that most of you know that the Small Business Committee of the 
Senate consists of 13 Senators—7 Democrats and 6 Republicans. 

I am very happy that Senator Thye of Minnesota was able to 
accompany me today and to be present at this hearing. 

I mentioned the fact that we have seven Democrats and six Repub- 
licans on this committee, and I want to stress that fact and that I 
believe more than any other committee of the Congress, the Small 
Business Committee is nonpartisan; as a matter of fact, the chairman 
of this subcommittee is a Republican, Senator Hendrickson, of 
New Jersey. 

J am sorry Senator Hendrickson was unable to come down and be 
present at this hearing today, but I am delighted that Senator Thye 
was able to come. 

You may want to know just a little about what we are doing. 
We are holding a series of hearings throughout the country. We are 
not sending out any large numbers to hold these hearings; usually 
on a hearing one or two Senators go, and I don’t believe more than 
two attended any hearing. 

We have held hearings so far at Bridgeport, Conn.; Newark, N. J.; 
Los Angeles, Calif.; Minneapolis, Minn.; and now, today, in 
Birmingham. 

We intend to hold further hearings in Dallas, Tex.; Cleveland, 
Ohio; and Chicago. 

The purpose of it is to try to get first hand from representative 
small businesses throughout the country their story as to the tax 
situation as it affects small business. 
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We have a very strong feeling in our committee that, when we do get 
an opportunity to write a new tax law, small business particularly will 
require special attention. Accordingly, several months ago I set up 
this Subcommittee on Taxation, with Senator Hendrickson, of New 
Jersey, as chairman, and as time makes it possible we hold these 
hearings in different parts of the country to inquire into the tax 
problem and its impact on small business. 

I would like to say just a word here as to why we specify its impact 
on small business. 

People sometimes get the idea that the Small Business Committee 
of the Senate, and likewise the Small Business Committee of the House, 
in their eagerness to do something for small business, do something 
antagonistic to big business. 

i try on every opportunity and every occasion to say that we are 
not antagonistic to big business. wid recognize the fact that big 
business, “ordinarily what we think of ¢ s big business, first of all is 
usually able to take care of itself very well, and that most of them 
maintain representatives in Washington, and typical small businesses 
definitely are not able to do that. 

[ have often stated this, and I want to make it clear that this is my 
philosophy. I am not antagonistic to big business. I think of big 
business today as having been the small business yesterday, and I 
want to see small business today have the opportunity of growing into 
big business tomorrow. ‘That is what | think of American business, 
in that way. 

We realize there are certain impediments growing out of the tax 
program particularly that may prevent small business from having an 
opportunity to grow into a big business. I think the tax committees 
of the two Houses recognize that problem, and I think thev are 
sympathetic with our effort to try to devise a tax program which will 
permit that orderly growth and expansion of small business, in other 
words, give it a chance to live and grow until it can become big 
business. 

In the last tax measure that was passed we got a few provisions in it 
helpful to small business, and when we do have an opportunity to have 
a tax-revision law again, | feel quite certain the tax-levying committee 
of the two Houses will welcome any facts we can lay before them grow- 
ing out of these studies we are making in the various portions of the 
country. 

Let me first introduce to you the people who are with us. On the 
right of the table is Mr. J. C. Dockeray, whose title is Director, 
Economics and Production Research Division, Office of Small Business, 
National Production Authority... Next to me is Senator Thyve, and in 
just a minute I am going to ask Senator Thye to say something to 
you. Onmy left is Mr. Walter B. Stults, who is assistant staff director, 
and over here is Mr. Howard Hise, of Ward & Paul, our official 
reporter. 

I would like also to say that we have here Mr. Clement—I am 
sorry, he is known as Mr. “Big Foots’’ Clement, who is the small 
business representative of the Office of Price Stabilization, in the 
regional office at Atlanta, and also at the present time we have Dr. 
A. R. Meadows, who is district director of the OPS, here in Birming- 
ham, and there may be others in the audience I should present. 

I suppose most of the others are our own people and are known. 
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It is good to see so many people here today, and it will be a pleasure 
to hear from you. Those of you who care to, can give a statement. 
Now, I am gomg to ask Senator Thye if he has a statement to make 
to you. 

Senator Toye. Mr. Chairman, I have nothing to add to the very 
explicit and informative statement which you have just made as to 
why we are here and what we are endeavoring to find out. We are 
seeking to determine how we can be of service to those who are the 
small-business men, and who have recently become directly acquainted 
with the tax bill enacted last year. 

That is the purpose of our appearance here this morning, to find out 
what your problems are. Our chairmar has stated the objectives of 
the committee so well I have nothing to add to it. 

The CuarrkMan. | suppose we might as well get started. The first 
name I have on my list here is Mr. J. Chapline ine of the Cosby- 
Hodges Milling Co., here in Birmingham. 

Mr. Hodges, we are glad to have you here. 


STATEMENT OF J. CHAPLINE HODGES, COSBY-HODGES MILLING 
CO., BIRMINGHAM, ALA. 


Mr. Hopers. Mr. Chairman, gentlemen, and friends, first of all, I 
want to express my delight in having you in Birmingham, and giving 
us this opportunity to express ourselves. 

I want to make the general statement, first, that in my opinion there 
is more fear in the minds and hearts of small business today than 
there ever was since I have been in business—fear of the future of 
their business. 

Before income taxes started in 1913, according to Dun & Brad- 
street’s figures, 95 percent of all businesses started failed the first 2 
years, and, putting it another way, there were only bight businesses 
out of a thousand which ever lived to be 50 years old. It was very, 
very difficult to run a business successfully, and that was when we 
had a chance to make a dollar against losing a dollar. 

Today the Federal taxes are 52 percent, to start with. There 
wouldn’t be time in this day to tell you the other taxes, licenses, and 
privilege money we have to pay out to carry on our business. 

I was down in Old Mexico a few years ago, and I wondered why 
that country was so full of ex-Presidents. ‘One of my observations 
was that they had had 10 or 12 Presidents in a dozen years, and as 
fast as a man got ahead of his neighbor they took it away from him. 

It is being taken away from us in taxes. It is very discouraging to 
be caught between big business on the one hand and taxes on the other, 
when the difference exists there between taxes and profits, and it is 
very difficult to pay off other debts and carry on your business. 

Another matter I would like to comment on, if you save up some 
surplus to do things you want to do to enlarge your business, you are 
then faced with section 102, where we might be penalized; that is, if 
we are fortunate enough to have some surplus. 

Gentlemen, I think that small businesses are taxed entirely too high. 
I think taxes should be reduced, because there is just not enough in it 
now for a man to succeed. 

If I might give this observation, there is one tax which I think 
should be eliminated entirely, or should be revised to make a minimum; 
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that is the inheritance estate tax. In many small businesses, say 
a man dies today and maybe he has half a million dollars, it is not all 
in cash, but it is in his business, but his estate has got to pay that tax, 
29 to 31 percent. 

I think the minimum should be raised to $600,000 and a maximum 
of 10 percent on what might be left. 

You can take some of the larger corporations; when their officials 
die it affects their holdings very little, but in a small business, either a 
ee or a small corporation, a man has all that he has in his 
yusiness, and when he dies he has no one to go in and take it out. 
It used to be—a few years ago—$500,000, and they now have the 
exemption down to $60,000, which includes everything. 

I think consideration should be given to either abolish that tax or 
to bring up the exemption to five or six hundred thousand dollars in 
order to permit the small men in business to carry on posterity. 

Senator Tuyer. In other words, if a widow and her two or three 
children inherit a business, by the time they have paid the inheritance 
tax they are forced to pay so much that they ultimately have to dispose 
of the business? 

Mr. Hopegegs. That is correct. I think the Small Business Com- 
mittee ought to have them bring it up to five or six hundred thousand 
dollars because, actually, as compared to the big taxpayer, it amounts 
to very little, and it is something the small man needs. 

Senator THyr. You feel it is correct to say that it is going to 
destroy the little businesses, which, after all, are the backbone of all 
communities? 

Mr. Hopges. In other words, it is true of my own tax picture, and 
I know of many others, between my ability to pay my income tax and 
save up enough money to pay inheritance tax, | haven’t got enough 
to live on. 

Mr. Stuuts. Could we ask you several questions based on your 
own experience? 

Does the ex.e3s-profits tax affect your company? 

Mr. Hopges. I’m sorry, but I just wish we were up to that point. 
It doesn’t bother usnow. It used to, but with all these other costs and 
licenses and fees and what not, we are not in the excess-profits tax 
bracket. 

Mr. Struts. In what business are you engaged, Mr. Hodges? 

Mr. Honess. I am in the chicken-feed business. We manufacture 
poultry feeds, stock feeds, flour and meal, and so forth. 

The CHairMan. How many employees do you have? 

Mr. Hopaszs. About 600, I would say. 

The CuarrMan. How old is your business? 

Mr. Hopegs. It is 66 years old. 

The CuarrMan. Did you start here? 

Mr. Hopess. It was started right here in Birmingham, and it is 
harder now, Senator, to make it go. I have been in it 45 years, and 
it is harder to make it now than it ever was at any other time. 

The CHarrMAN. By the way, that first figure you gave us was what? 

Mr. Hopass. I said only eight businesses out of a thousand ever 
lived to be 50 years old. 

The CHaAirMAN. Eight businesses out of a thousand? 

Mr. Hopess. That’s right. The mortality rate gets them before 
that time. 
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The Crairman. I thought you used another figure prior to that. 

Mr. Hopesrs. I did. I said 95 percent of them failed the first 2 
years that they were in business, and that is when they had a chance 
to make a dollar against losing a dollar. 

The CuarrmMan. Ninety-five percent failed in the first 2 years and 
only eight out of a thousand lived to be 50 years old, ‘vhich would be 
eight-tenths of 1 percent. 

Do you have any idea of how that runs today? You certainly don’t 
have a mortality rate like that in the first 2 years? 

Mr. Hopass. I couldn’t tell you that, but the big fear in every body’s 
mind now, Senator, is that we are on suc ‘ba thin margin, We are running 
so close, that any reversal in the market, if that occurs, could wipe 
thousands of businesses out. We have used all our capital to pay 
these things; we have nothing left to help us over a situation like that, 
should one occur. 

The Cuarrman. I thought our failures run about 8,000 a year. 

Mr. Docxeray. That refers to bankruptcies, Senator. 

The Cuairman. Do you know what the figure on failures would 
be? 

Mr. Dockxrray. Dun «& Bradstreet are reporting close to 10,000 
a year, but their figures are for bankruptcies; and, if a man fails ‘and 
just folds up, why, ‘that is not counted. 

The Cuairnman. It would be interesting to know what their figures 
are in that regard. 

Mr. Dockeray. I would like to ask you if you have ever paid out 
anything under section 102, surtaxes? 

Mr. Hopegrs. I never have. 

Mr. Docxeray. Do vou know anyone who has? 

Mr. Hopass. Yes, sir. 

Mr. Docxeray. How many? 

Mr. Hopers. Two. That is something people don’t talk about, 
and they usually don’t tell when they have had to pay it. 

Mr. Docxrray. For your information, over the last few years, 
there has only been one corporation in a thousand who did. 

The CHarrMan. When you speak of paying section 102 taxes, do 
vou mean by that that you consider it a sort of penalty which has 
been assessed against taxpayers for having liquid money; that is, 
having held it back in too great a reserve? 

Mr. Honass. Yes, sir. 

Mr. Srutts. Mr. Dockeray and I have gained this impression since 
we have covered all the meetings: That section 102 hangs over a busi- 
nessman’s head like the sword of Damocles, but the sword most always 
is just held and does not fall. Theretore, our unofficial advice is, if 
you have any reason which vou can give for hanging on to a surplus, 
keep it and don’t get too panicky—isn’ t that right, Dr. Dockeray? 

Mr. Docxrray. Yes. 

Mr. Srurs (continuing). Because we have found, as Mr. Dock- 
eray said, only one case in a thousand where that section 102 has ever 
been imposed, and that has been on corporations. ‘Thus, it is a very 
small threat and we feel the business communities may beoveresti- 
mating the potency and the danger of section 102. 

Mr. Hopexs. Thank you, gentlemen. 

The Cuarrman. Thank you very much. 
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Mr. Stults has just suggested to me that, if any of you are from 
out of town and you need to get through and get away as quickly as 
possible, we will be glad to accommodate you by hearing you first. 

All right, sir, would you come around and just give your name and 
address and business to the reporter for the benefit of the record, 
please? 


STATEMENT OF C. T. McBRIDE, SELMA, ALA. 


The CHarrMan. My recollection is that you testified before down 
in Montgomery last year; did you not, Mr. McBride? 

Mr. McBrine. Yes, sir. 

The CHarrMan, It is good to see you again, 

Mr. McBrineg. Yes, sir. 

Now, as to the tricycle business, I don’t know too much about that. 
T am not so much interested in that as 1am in my creamery. That’s 
an experiment, but in the creamery, we are having a lot of competi- 
tion, and—— 

The CHarrmMan. Where is that? 

Mr. McBrinpe. Selma; and, of course, like I say, we have two or 
three big businesses we have to compete with, and the Government 
takes so much of my money that I can’t buy the machinery and 
equipment to compete with these big businesses. That is problem 
No. 

The second problem: I’m getting up in vears, and if I were to die 
tomorrow my family would have to liquidate my business to pay the 
taxes. I don’t have enough insurance, couldn’t afford to buy it 
when I was young, nd I have used up practically all of my surplus 
war bonds. 

Now, that’s my problem. 

The Cuarrman. How many employees do you have, Mr. McBride? 

Mr. McBrive. In all my various operations, around 125. 

The Cuarrman. How old is your business? 

Mr. McBripe. I started out in the drug business in 1914, and I 
added all these other operations to it. 

The CuarrMan. Are you still in the drug business? 

Mr. McBripe. Yes; I am. 

The CuHarrMan. When did you start your creamery business? 

Mr. McBnripr. I started the creamery in 1924. 

The Cuairman. As I recall, you started your tricycle business just 
2 or 3 years ago on more of an experimental basis than anything else? 

Mr. ‘McBripe. Yes, sir; after the war. 

The CuarrMan. Do you have any other particular businesses which 
you might enumerate? 

Mr. McBripe. Well, I’m also in the ice business. 

The Cuarrman. The drug business, the ereamery business, the ice 
business, and, experimentally and tentatively, the tricycle business. 
Is that aluminum you use in the tricycle business? 

Mr. McBrinzg. No, sir; steel. 

The CHarrmMan. Now, you say you cannot buy new machinery. I 
wish you would elaborate a little on that. 

Mr. McBripr. Well, you take in the creamery business, why, it’s 
ever changing. One year it’s a cream mill, and last year I had to buy 

a paper-box machine because the glass bottle went out of business. 
This vear I had to buy what is known as a short-time pasteurizer 
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because the old type didn’t make as good pasteurized milk. I don’t 
know what I’ll have to buy next year, but there will be something, 
because I have the Southern Dairy, I have the Swift, and Borden— 
in other words, I have nine competitors in my town, and four of them 
are national. 

Now, as far as the big companies are concerned, I have no fight 
with them, because their competition is clean, but they are on the 
job to put the best product out that they can, and the housewife is 
going to buy it unless I keep up with it. 

The Cuarrman. In order that the record may show more clearly, 
I wonder if you could talk just a little more along this line. 

You have mentioned the competition which you have to go up 
against. Do you intend to imply, from that, that your competitors 
are able to buy the machinery better than you are, new equipment; 
in other words, that the tax structure is such that there is a greater 
impediment upon you proportionately than upon the bigger businesses? 
Do you intend to imply that? 

Mr. McBring. I don’t say it is the tax structure. I’m not up 
enough on the tax structure to answer that; in other words, I just 
pay the money the taxman says I have to pay. I can’t make a living 
on taxes because I’m not in the tax business, but the big companies 
can go in and borrow that money for 2 percent, and I can’t do that. 

The CHarrMan. That is the point I want. Why are they at a 
better advantage than you? Now, you are bringing in something 
new, and that is that they can finance whatever loans that are neces- 
sary. Iam just asking about that, and if I am not right I want you 
to tell me so, because I am fishing for information. 

Mr. McBrine. All right. 

The Cuarrman. Did vou mean that, out of your net earnings after 
your taxes are paid, vou do not have enough left to meet the required 
payments on the purchase of new mac hinery, and, on the other hand, 
you are handicapped in finding available capital with which to make 
such purchases? 

Mr. McBripvr. Yes, to meet the normal requirements or expenses 
any business will have; the business is either growing or dving. They 
can’t stand still. I never saw one in my life that stood still that 
didn’t go out of business, and to meet the normal growth of a healthy 
business you have to have extra capital to take care of new equip- 
ment and things which come down the road. 

Now, we have three banks, and of course the national bank is 
90-day paper. They never have turned me down as far as that’s 
concerned, but you can’t make a long-term loan. I suppose you can 
come up here to the RFC, I believe it is, and borrow it, though. 

Mr. Struuts. Do you feel a more reasonable depreciation policy by 
the Bureau of Internal Revenue would help you out on your bills for 
machinery——— 

Mr. McBrine. That would help some. 

Mr. Srutts (continuing). so that you could amortize the machin- 
ery, and when it becomes obsolete get new machinery? 

‘Mr. McBripr. That would help some, yes, and also a slight reduc- 
tion in the tax load. 

Mr. Stuits. That is No. 1, of course, and I think the Senators 
here are trying to find some way so that it is going to be feasible to 
get as much relief as possible as soon as possible for small business. 
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The CuarrMan. Of course, we all realize a reduction in taxes would 
give us all relief, and I don’t mind saying that I think certainly we 
ought to have reasonable hope of seeing that accomplishment in 
about two more years if we are able to keep out of a hot war. 

A Voice. How many more years, Senator? 

The CHarrman. Wil you take that as completely unofficial, but 
the program as it is set today does contemplate reaching a leveling-off 
point in about 2 years. 

A Voicr. To go on up, or to level off? 

The CuarrMan. No; to level off. 

That was an incidental statement, and I didn’t intend for it to 
create quite so much interest. 

We realize it is the other things, or impediments, which we are 
studying today which might tend to be discriminatory to small 
business. 

Of course, on the question of amortization I have some very definite 
ideas, and I hope when the time comes we can get out from under the 
excess-profits tax and can adopt a rather free amortizing program so 
that the businessman can amortize his buildings and equipment pretty 
much as he wishes, but that is not to be done until we get out from 
under the excess-profits tax. 

Mr. McBripr. Well, my business is a privately operated business, 
and we have no set-up whereby we can keep anything; we have to 
pay out every nickel we make. We can’t hold anything back at all. 

The CuarrMan. Of course, depreciation still can be used in your 
business. 

Mr. McBripe. If we didn’t, Senator, we would not be here today. 

The Cuartrman. It seems to me I can summarize your statement 
in that your biggest problem probably is one of capital? 

Mr. McBripr. I wouldn’t want to say that exactly. If I could 
keep some of my own earnings I wouldn’t need so much capital, I’d 
have the capital. 

The CHarrmMan. Let me put it this way: Within the present tax 
rates it seems to me your biggest problem, then, is capital? 

Mr. McBripr. No—well, it might be, too, but like I say, if I died 
tomorrow my estate would have to be liquidated to pay the taxes, 
and if you loaned me a hundred thousand dollars my estate would 
have to pay all the taxes and I’d have to pay you the hundred thousand 
dollars. 

The Cuarmman. Well, then, you would have the inheritance tax 
problem there, too. 

Mr. McBripe. That’s right. 

The Cuarrman, Thank you very much, Mr. McBride, for coming. 


STATEMENT OF JAMES H. DICKSON, OPERATOR OF CASCADE 
PLUNGE, BIRMINGHAM, ALA, 


The Cuarrman. Take a seat right there, Mr. Dickson, and, for 
the record, give the reporter your name, and the business you operate, 
and the city. 

Mr. Dickson. My name is James H. Dickson. I operate the 
Cascade Plunge, located at 6803 Second Street, Birmingham. I 
operate an amusement resort, you might say, here, which is called 
Cascade Plunge. 
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The particular thing I’d like to call your attention to is not excess- 
profits tax or inheritance tax, or anything of that sort, but rather a 
particular item in the excise tax which was put in the tax bill last 
November 1, which certainly penalizes private businessmen in the 
face of public-owned competition. 

This is the tax that comes under the heading of amusement tax. 

I don’t know whether you know it or not, but I believe swimming 
is what might be called participatory recreation. By that I mean 
you come to the swimming pool for recreation, and you participate 
yourself in such recreation. I’m making that difference, trying to 
make it plain in that on the other side you would seek spectators’ 
recreation wherein you go to a football game or a baseball game or 
basketball game, or to a moving-picture theater, where you are sitting 
down and you are not actually physically exercising yourself. 

The CuarrMan. Not taking part in the game itself. 

Mr. Dickson. That’s right. 

Now, there are two acts of discrimination here. The first one is, 
if you go to a public golf course, or any course where you have to pay 
to play golf, there’s no tax on it. 

If you go to a horseback riding school, you hire a horse to go horse- 
back riding, and there is no tax to pay for that. 

If you go to a public tennis court where you pay admission, there is 
no tax, 

But, if you go swimming, which is my business, you do pay a tax, 
and inasmuch as those who participate in swimming are perhaps 
between 75 and 80 percent children, and I mean by that under 16 
years of age, I think this tax is highly discriminatory, and that the tax 
on swimming should be eliminated. 

That is one phase of the discriminatory tax. 

Another phase of the same thing is this: that up to last November 1 
if you came to my swimming pool and the admission was 25 cents y ou 
also had to pay another nickel for Uncle Sam. Well, you still have to 
do that, but I’m faced with this competition, as of last November 1, 
in that if you come to my swimming pool and pay the quarter you still 
have to pay the 5-cent tax, but if you go down the street to a swimming 
pool operated by the city, as of November, last year, you don’t have 
to pay that tax, so that you are placing a burden on the private busi- 
ness operator which is highly discriminatory when you tax people like 
me, operating a private swimming pool, and you do not tax people 
going to the city operation, and I think it is discriminatory and should 
be corrected. 

I don’t know whether you had the pleasure of reading about that or 
not, but I think I did prior to the enactment of that tax. It is highly 
discriminatory and perhaps there is no one in the city of Birmingham 
other than myself affected by this tax. 

The CuatrMan. Does that apply to any other form of recreation 
or amusement? 

Mr. Dickson. I’m sorry, I can’t tell you. It may be on roller 
skating. I don’t know whether it does, or not. I’m not sure about it. 
I don’t think it does. It might be on bowling, but I’m not sure about 
that. 

I wish I'd taken the trouble to find out before I came up here. Of 
course, I’m not interested in those other phases, but I am interested 
in the swimming-pool business. 

98399—52—pt. 1——21 
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The CrarrMan. Only in the swimming? 

Mr. Dickson. Yes, Senator. The city doesn’t operate bowling 
alleys, as yet, so that I don’t have that discrimination there, but the 
main thing I want to get over is that you are not taxing people playing 
golf, or horseback riders, or people playing tennis, or anv of those 
things, where it is a disciplined recreation—that’s what vou might 
call it—because, when they come to a place of amusement where they 
have to pay admission, they are more or less under controlled super- 
vision, and they have to behave themselves in such-and-such a way, 
and that, of course, is the same thing in the city-operated places as it 
is in my swimming pool. 

But the point I want to make is to remove that discrimination, and 
if you are going to penalize people like me, why not penalize the city 
swimming pools as well? Can you give me any reason why they 
should enjoy that advantage? 

The Cuarrman. Frankly, I will just state to you that I just don’t 
know the reason in back of it, the reason for that being done by 
members of the Finance Committee. 

Mr. Drcxson. Maybe it’s socialism. 

The CuarrmMan. I don’t know, but when you think of Senators like 
Senator George, Senator Millikin, and Senator Taft, I don’t think 
they could be motivated by anything like that. 

You certainly make a very plausible presentation of the discrimina- 
tory features of your situation. 

Mr. Srvutrs. IT would say one phase of the answer may well be, 
Senator Sparkman, that whenever you write a tax law it affects so 
many hundreds of thousands of people in so many diverse ways. 

You never have a chance in Washington to look over all the people 
and be able to prophesy what effect a tax bill will have on all the 
individuals. For that reason this subcommittee has gone to the 
Finance Committee to ask for a little change here and there in specific 
cases. They probably could not foresee what would happen in a case 
like this. 

Mr. Diexson. I don’t think there are a great many owners of 
privately operated swimming pools in the country. There is not a 
large number of them, but [ attended a convention in Chicago last 
November and there was a great deal of debate on this thing, and 
they brought out the socialistic thing which I had in my mind, saying, 
“If you are competing with municipally owned and operated swim - 
ming pools, and since it is operated by the city, why should they not 
pay a tax the same as we do,” and the point was brought out there, 
I believe—the remark would stand up—that none of the very few of 
these operations by the municipalities are profitable and it costs the 
taxpayer money, so that in my particular case I’m financing the city 
to help them be in competition with myself. If they lose money over 
there they have to get the money somewhere, and my city license, 
public tax, corporation tax, and all those things go into the publie 
treasury, so that a portion is paid out of my taxes, paid out to the 
ope ration of a public swimming pool operating in competition with 
me, &@ swimming pool which lost. money in its operation. 

As I say, mine is an isolated instance so far as Birmingham is con- 
cerned, but it is Nation-wide, and I would appreciate it if you gentle- 
men would find out when you get the opportunity why they can’t 
eliminate the taxation, especially where you are getting children. If 
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you were getting grown people it would be somewhat different, but 
my figure is that between 75 and 80 percent are young children who 
come to my pool, and I’ll have anywhere from eighty to a hundred 
thousand kids who will come to my pool this year. 

The CHarrMAN. Have you anything to say on that, Senator Thye? 

Senator Tuyr. It would seem to me that if the municipality is 
operating a swimming pool, and if you are operating a swimming 
pool identically and in the same manner as the city pool, in all fairness 
the two should be on an equal level as far as taxes are concerned, or 
the private man will not long stay in business. 

I do think this is an isolated case. In fact, it is the first time I 
ever heard of a private ownership of a swimming pool being im com- 
petition with a city swimming pool. 

Mr. Dickson. My thought is that if you tax a portion of the swim- 
ming pool operators and don’t tax all of them, that is discrimination, 
and why should others in a little higher income bracket, those who 
play golf, ride horseback, and so forth, if they don’t pay taxes for those 
things, why should you force little kids to pay a tax? It is most 
discriminatory. 

The Cuarrman. Thank you very much, Mr. Dickson. 

Now, our next gentleman is Mr. R. G. Donaldson. Will you come 
up, please? 


STATEMENT OF R. G. DONALDSON, NEWBURY MANUFACTURING 
CO., INC., TALLADEGA, ALA. 


The CuarrMan. Will you state your name, company, and the city 
where you are located, please? 

Mr. Donaupson, My name is R. G. Donaldson, and I’m connected 
with the Newbury Manufacturing Co., Inc., at Talladega, Ala. 

Our problem is a little different than most of the gentlemen you are 
hearing before you. 

All we ask is an even break. We are a new business, and started 
operations on October 1, 1946. Our base period on excess profit is 
our ruination. 

We are paying approximately $1,500 per employee in Federal 
income tax. That is brought about principally from the base period 
for a new concern. 

Had we been in business for a number of years previous to 1946, 
we could have, and would no doubt have had a much more favorable 
base peried. 

We had to consider our first year, a part of which was in the red, 
and then we had to consider 1949 which was miserable in our business, 

We had one good year and two terrible years. We end our fiscal 
year at the end of September, and we have been since the end of last 
September until this last month going through the exceptions and the 
exemptions in your new tax law, trying to locate something which 
would give us an even break in there. 

We have exhausted, I believe, every possibility, and where you give 
us one thing in one place you take it away from us in another, due to 
our being a new corporation. 

The CHarrMan. What is your line of business, sir? 

Mr. Donatpson. We make cast-iron fittings. 
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The Cuarrman, I am very much interested. You bring up a new 
phase in which I’m very much interested, because it was in the last 
tax bill that we were able to increase the exemptions for new businesses 
started since January 1, 1946, and you come within that category. 

You say those exemptions are not helping you? 

Mr. Dona.pson. October 1, 1946, and if you started after that 
date, brother, you’re murdered; you took everything away from us. 

The Cuarrman. Well, I would like to have you expound on that 
a little more, because as a matter of fact until that time they virtually 
had no chance of getting started, and my understanding of the pro- 
vision in the last revenue act was that we increased the exemption 
on the excess-profits tax for the benefit of businesses which started 
after January, 1946. 

Now, we were certainly trying to help, and I think the testimony 
we have had from other businessmen whom we have heard all over 
the country, to the effect that it did give them relief, makes it difficult 
for me to understand your statement. 

Mr. Donatpson. I’m not talking about any concern who made 
money; I’m talking about the fact that we were struggling, and the 
fact is you did take it from us. You started out beautifully, but that 
is What happened to us. 

The CuHarrMan. Well, let me see, now. You started your business 
when? 

Mr. Donaupson. October 1, 1946. 

The Cuarrman. October 1, 1946? 

Mr. Donaupson. Yes, sir. 

The Cuarrman. And you did not make money the last half of 1946? 

Mr. Donaupson. During 1946 we didn’t make money. We couldn’t. 
We didn’t expect to. 

During 1947 we did make a little, and during 1948 we had a big year. 

The CHArRMAN. Your best year? 

Mr. Donatpson. Yes. 1946, 1947, 1948, 1949—— 

The CHAIRMAN. 1947, 1948, and 1949? 

Mr. Donatpson. Yes, sir. 

The CuarrMan. In 1947, you made very little? 

Mr. Dona.tpson. Yes, that’s right. 

The CuarrMaANn. And 1948, you made good money that year? 

Mr. Dona.pson. Yes. 

The CHarRMAN. 1949? 

Mr. Donautpson. That year was terrible. Oh, we didn’t lose any 
money, but we didn’t make any. 

Senator Ture. Did your business go down? 

Mr. Donautpson. Very much so. 

Senator Tuyr. Did the industry go down? 

Mr. Dona.pson, The industry went down; yes, sir. 

Senator Taye. And you then had a bad year? 

Mr. Donautpson. That’s right. 

Senator Ture. And, when you carried it back, you had that bad 
year of 1949, and you had a fair year in 1947, but you did have a good 
year in 1948? 
~ Mr. Donautpson. It wasn’t even a good year. 

The CuHarrMan. In other words, out of the 3 years you had one 
good year? 

Mr. Donaupson. Yes. 
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Senator Taye. You established your base period over those years? 

Mr. Donaupson. Yes. 

Senator Taye. So that anything in excess of that represented excess 
profit? 

Mr. Dona.tpson. Yes, so that anything over that is excess profit. 

Senator Toye. What percentage of your profits did you pay in 
income taxes? 

Mr. Donaupson. We paid the maximum. 

Senator Try. Sixty-nine? 

Mr. Donaupson. Sixty-nine, yes. 

Mr. Stutts. Dr. Dockerary and I know what this committee 
thought it was doing which was to knock down the percentage the 
young companies had to pay. 

Mr. Donatpson. The 5 years was the only thing that saved us. 

Mr. Srutts. And now you are just the same as General Motors, 
or anyone else? 

Mr. Donaupson. That’s right; you are right; we can’t buy equip- 
ment, and we can’t do anything. 

The CHarrMAN. Let me correct your statement, if I may. 

It was not what we did last year which murdered you, to put it in 
your own words; what we did last year kept you afloat. 

Mr. Donatpson. In other words, if you gave us a little here you 
took it back somewhere else, and we had nothing on which to base it. 

The CuarrMan. In other words, you had a bad base period? 

Mr. Donaupson. The base period, Senator, yes, it’s murdering 
us, and the thing brought out by Mr. Hodges would ruin our company. 

Mr. Stuutts. Have you grown substantially during the last 5 years? 

Mr. Donaupson. Yes, considerably. 

Mr. Sruuts. You would not have been able to make that growth 
under the 1950 and 1951 tax provisions? 

Mr. Donaupson. No. We had to do our growing in 1948. 

Mr. Stuurts. So that you are faced now with an inability to do any 
real expansion, or do any more than just stand still? 

Mr. Donauvson. That’s right. We are just marking time. What 
we would take is a 52 percent break like the big boys. Brother, if we 
had that we could go places. 

Mr. Struuts. Some businesses have recommended that we have an 
exemption of $100,000 under excess profits. Would that help? 

Mr. Donauoson. Well, it would help that much. 

We are much bigger than that, and in the beginning we had to grow 
more than that. 

Mr. Srvuts. Are you a closely held corporation? 

Mr. Donatpson. Yes. 

Mr. Stutts. So that only a few people have that money in it? 

Mr. Donatpson. It is mostly mine. There are four of us, but it is 
mostly mine. [ still say all we are asking for is an even break with 
these big boys. 

Mr. Sruurs. So that you would say very definitely that if we had to 
reise so many billions of dollars from corporate income, you would be 
much better off with just a normal and surtax rate and get rid of the 
excess-profit tax? 

Mr. Donatpson. Absolutely. 

Mr. Sruurs. And, instead of 52, if it had to be 55, 56, or even 60 
percent it would be a lot better than the situation under which you are 
now operating? 
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Mr. Donaupson. Yes, since it will go up to 82 percent. We are 
facing that 82 percent next year, and we are setting that aside out of 
our present earnings. 

Mr. Docxeray. Eighty-two percent of all of it? 

The maximum rate is 70 percent of the total. 

Mr. Donaupson. Where we are competitive with the big boys, they 
have the advantage by virtue of having been in business for many 
years before we started, and they have the better base period, and we 
are paying that tax rate alone, and what we would like to do is to get 
down to the 72 percent bracket if possible. 

The Cuatrman. I want to say this: you have pointed out one of the 
real problems we have recognized to exist, which removes a great 
deal of the incentive to form new businesses, and make them grow, and 
we want to see them grow. 

We are very glad to have had you here, Mr. Donaldson. 


STATEMENT OF JULIAN ALLENBERG, OPERATOR OF GARAGES 
AND PARKING LOTS, MEMPHIS, TENN. 


The CHarrmMan. Will you state your name, your address, and the 
business you operate, sir? 

Mr. ALLENBeERG. I am Julian Allenberg, of Memphis, Tenn. We 
operate garages and parking lots in Memphis. 

I came here to listen rather than to speak and the gentleman who 
preceded me has the same troubles we have. 

I have been in the parking lot business since 1930. We had a few 
parking lots in Memphis, and we have built the business up from 
nothing to a business which does half a million dollars a year. 

During 1946, 1947, 1948, and 1949, our base period for tax purposes, 
excess-profits taxes, were very meager. We have not too much capital 
in our business. Our capital is out of earned surplus. 

Being that our base period is very bad, during 1946, 1947, 1948, 
and 1949, and our lack—well, not lack of capital, because we have 
adequate capital—but, using 80 percent of our three base years as 
the tax base, gives us a minimum of $25,000 tax base. 

We have taken on a lot of new locations, garages, et cetera, in the 
last 3 or 4 years, and our profit has been bordering onto the $25,000 
bracket. 

As a matter of fact, last year we installed a pension plan for our 
employees that had Government approval, giving 10 percent of our 
profit to our employees, which made us fall a little below the $25,000 
bracket. 

What I want you to know is that this is taking the incentive out of 
us to try to grow any further than the $25,000 bracket, because going 
out of that bracket borderline we are getting into the 82 percent 
bracket, and I want you to bear this in mind if you will, please: 

If we pay the 82 percent which is in the borderline of excess-profit 
tax it will not leave us anything for expansion, and I want to build a 
double decker, and if they could make that bracket a little better 
we could keep some of that money for expansion in our business. 

I don’t have to borrow the money, but I want to be on record here 
as saying that it is taking all the incentive out of small business to 
try to increase profits over and above the $25,000 bracket. 
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_ Of course it is unfortunate that we did not get into the excess- 
ee bracket before the last few years, since passenger cars 
have doubled on the streets of America in the last few vears. 

I would like to impart this information to the committee so that 
when you go back to Washington, please see if it can be corrected in 
some manner. 

The CuarrmMan. Thank you very much, Mr. Allenberg. 

Do you have any questions, Senator? 

Senator Tuyg. I have no questions. 

The CuarrmMan. Dr. Dockeray? 

Mr. Dockuray. You run your business as a corporation? 

Mr. ALLENBERG. Yes, sir. 

Mr. Dockgray. How many stockholders do you have? 

Mr. ALLENBERG. My wife and myself own most of the stock. We 
do have five shares outstanding, outside of my wife and myself. 

Mr. Dockpray. And, you follow the policy of paying yourself a 
fixed salary, or do you take the salary with your income? 

Mr. ALLENBERG. No, my salary is very small, with a percentage of 
the profits of the firm. 

Mr. Dockxeray. Thank you. 

The Cuarrman, Thank you very much, and we appreciate your 
coming. 

I suppose we can take the gentlemen as they come along now, if 
there is no one else who needs to get out of town soon. 

The next name on my list is Mr. William Spencer. Will you come 
up here, please. 


STATEMENT OF WILLIAM SPENCER, 0. N. RICHARDS CO., 
BIRMINGHAM, ALA. 


The CuarrMAN. Mr. Spencer, will you give your full name for the 
record, and the name of your company, and the address of your busi- 
ness, please? 

Mr. Spencer. All right, Senator. My name is William Spencer, 
and I’m with the O. N. Richards Co., here in Birmingham. We are 
distributors of mechanical ‘panne transmission equipment, and we 
employ about 50 employees 

We have a small business, , incorporated in 1946, April of 1946. 

I went through here this morning, and when | heard you were going 
to be in town and found out you would be here, I felt we should place 
our story before you. 

Since we incorporated in 1946, we have paid out 44 percent of every- 
thing we have made in State and Federal income taxes. Last year we 
paid out 58 percent, and for all practical purposes we have no excess- 
profits tax base. 

We started out in April of 1946, as I said, and 1946 and 1947 were 
fairly good; 1948 was a very bum year, and 1949 was a little better, 
and that is practically the story to date. 

Last year, to give you an idea of what that 58 percent did to us, 
we were able to retain less than 2 percent of net profits after taxation. 

We have tried to expand in the interest of better service, and because 
we were not able to get proper inventories when we first started out, 
and not only can we not expand but we cannot retain enough money 
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to pay our current bills and amortize the debts necessary for us to 
undertake when we incorporated this business. I want you to bear in 
mind that these figures do not inckide other staggering tax loads we 

have, such as social-security taxes, State sales taxes, State unemploy- 
ment taxes, our various licenses which we have to have, and city, 
county, and State taxes, and ad valorem taxes, which in themselves 
are no small amount. We honestly and sincerely thought of expand- 
ing this year a little bit if we could. 

But, when we got down to figuring what we would gain now by 
that expansion—we now pay 82 percent; we are in that bracket— 
and, as I say, we have no base period, practically speaking, and I will 
ask anybody if they would be willing to put up that kind of money 
and take the risk if they are only going to make 18 percent. You just 
can’t do it, and if you failed in any way you would be just gone. 

I just don’t believe any sensible businessman would. 

Just one final thought, Senator. Feeling the way I do and the way 
that I know many other small businesses feel, I believe you can see that 
the Government is not only discouraging but actually destroying the 
very organizations which eventually w ould become big business, and 
the or canizations which themselves support the Government. 

I guess that is about all I have to say. 

The CHarrMan. Any questions, Senator Thye? 

Senator Ture. No, sir. 

The CuarrMan. Mr. Stults? 

Mr. Struts. No, sir 

Mr. Cuarrman. Mr. Dockeray? 

Mr. Docxeray. No, sir. 

The CHarrMan. Thank you very much. We were very much 
interested in hearing your story. 

The next gentleman on the list is Mr. Winston Brookes. 


STATEMENT OF WINSTON BROOKES, CERTIFIED PUBLIC 
ACCOUNTANT, ANNISTON, ALA, 


The Cuarrman. Mr. Brookes, will you give your name and the 
name of your company or business connection, please. 

Mr. Brookes. My name is Winston Brookes, and I am a certified 
public accountant in Anniston, Ala. 

Senator, I wanted to come and give you what might appear to 
be the cause of some of these things which have given rise to com- 
plaints to date. 

I think that to do anything about it you have got to try to get into 
the cause, and certainly none of these gentlemen want to ask for special 
favors to the detriment of other economic groups in the country. 
If anything, that is one of the big faults. 

I’d like to ask you to go into—not excess-profits tax, and not into 
the income tax, but to go into the withholding tax. 

I have made an analysis of withholding taxes, the taxes deducted 
from the payroll checks from 63 theoretical taxpayers, the ones earn- 
ing from $10 to $100 a week, and with from one exemption to seven, 
from $10 to $100 a week, I mean, from the man who is single, and up 
to the man with a wife and seven children. 

Of these 63 people, there are some who have no tax picture, and, 
of course, the man with $10 a week, having a wife and seven children 
has no withholding tax, and no income, or anything else. 
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However, of those remaining, approximately 90 percent will re- 
ceive refunds on March 15, These refunds approximate $10. Now, 
I am giving you approximate figures, and I would be glad to supply 
exact figures, if you wish. 

But, my point is this, Senator: these are the people who, by and 
large, elect Senators and Congressmen and who have the greatest 
influence in Congress and our Government. I think the Govern- 
ment has got to follow what these people want. 

These people get refunds on March 15, contrary to what these 
other gentlemen have been telling you. I mean these gentlemen who 
have to pay out money on March 15, but my 63 theoretical people 
get refunds of approximately 4 percent. 

My point is this: that they don’t pay income tax. We accountants 
will tell you that is true because it is down on paper, and we figure it 
out. Senator, a man can’t pay income tax when the Government 
writes them a check in return. I see many people here, many c. p. a.’s, 
and I think they will back me up on this. 

People come in and want us to make income-tax returns for them 
because they didn’t receive as much or as large a refund this year 
and last year as they think they should, and they are dissatisfied 
by the size of the refund, which is a pretty bad picture. 

Getting back to my theoretical taxpayer, he averages about $276 
per tax bill: and, as I say, he actually comes out with a Government 
check on March 15 5, and because of that I don’t think he can feel the 
burden of Government, and I don’t think he can feel the cost of 
Government, and I don’t think he has much incentive to evaluate the 
various aspects of Government. 

As a possible solution, let me offer you this thought: These busi- 
nessmen here, who are proprietors of their own places of business, 
have to pay by the end of the year approximately 80 percent of their 
tax. The theoretical taxpayers I have mentioned to you have to pay 
104 percent, approximately 30 percent more. That’s not a fair 
situation. There is an inequity there which I beg you to adjust, and 
I think it would wind up being for the good of the country. 

If these people earning $5,000 a year had to pay 20 percent of their 
tax out in cold cash like the rest of us do, they would bitterly complain 
at some of the Government expenditures which today they have no 
concern whatsoever about. And I think you and the rest of the Sen- 
ators and Members of Congress are going to have to be able to reduce 
taxes when these people demand it, the rank and file vote, and what I 
ask you gentlemen to do is to consider the merits of reducing the 
withholding tax to the 80-percent level rather than at its present level 
of slightly more than 100 percent. 

The Cuarrman. Take your av erage theoretical taxpayer, how much 
would he have to pay on March 15? 

Mr. Brookrs. The average is $276 on paper, and it would be 
roughly 20 percent, about $55. 

The CHAIRMAN. $55? 

Mr. Brookgs. Yes, sir. 

Now, bear in mind, Senator, that this average taxpayer is an 
honest God-fearing American, and if he has a just debt he will pay it, 
but there are a great many who think that the Government would 
find itself hard put to collect these taxes if it did not jerk them out of 
the pay check before he gets it, and I think that’s wrong. 
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I claim the average American is honest and God-fearing, and I have 
had 6 years with the FBI to back me up on it. 

The CuarrMan. I agree with you there. I don’t mind saying you 
have given me a new thought on it. I remember when the agitation 
developed to put in the withholding-tax feature, and you will remem- 
ber it certainly didn’t come from those people. 

Mr. Brooxss. Mr. Beardsley Ruml was the so-called father of the 
withholding tax 

The CHarrMan. Yes; and it came from an entirely different type of 
taxpayer, and in fact it was the type of tax people who complained 
about it most bitterly, and they did feel it. 

But I was thinking from another angle. You see, I grew up among 
the people that you described. I know something about them, and 
I know how difficult it would be on March 15 to raise that $55, and I 
know for them to raise $55 in cash at one time would be a tremendous 
hardship. 

I realize the potency of the argument which you present, but I try 
to remember, as I must, the arguments which were presented in favor 
of pay-as-you-go. That is what it was. 

Not only was it easier to get the tax collected that way, but it was 
the easier way—not because this God-fearing American you men- 
tioned did not want to pay his taxes but it was simply because, 
honestly, we had a hard time digging up that $55 in one payment. 

I appreciate your argument about the nondesirability of painless 
taxation. 

Now, as far as paying my taxes is concerned, I am mighty glad to 
see, when March 15 rolls around, that it has been deducted from 
my pay. 

I do want to differ with you, though, if I understood you correctly, 
when you say we Senators and Congressmen are not going to be able 
to do what the people demand, and I want you to know the Senators 
and Congressmen are just as keenly aware of the tax problems as 
anyone else, and it is not going to take any pressure on the part of the 
public to get taxes reduced as soon as it possibly can be done, and I 
think Senator Thye will back me up on that, too. 

Mr. Brookes. Senator, perhaps I didn’t make myself clear on that 
point. I am a firm believer in the rule of the majority, and I’m a firm 
believer in the fact you people who are elected should follow the 
majority, and I don’t think you should reduce taxes until the public 
demands it. 

Senator Torr. May I get that straight, please? You say we should 
not reduce taxes until the American public demands it? 

Mr. Brooxss. That is right. 

Senator Tuy. I disagree with you there. The American public 
cannot possibly have all the information the legislative bodies and the 
individual legislative members must have. Congress has all the infor- 
mation, not only from the State Department and the military but 
from all the other parts and members of Govegnment to which this 
money goes. 

A year ago there was only one reason why I voted for an increase in 
taxation, and it was not because the people asked me to do it. Cer- 
tainly no person asked me to increase the taxes, but the best informa- 
tion I had was that the crises throughout the world were such that we 
just could not deny the military or reduce defense appropriations. 








_ 


ee Oe 


we 


— =~ 


- 





TAX PROBLEMS OF SMALL BUSINESS 325 


If we did, we faced the question of whether or not our country would 
have an adequate national defense in the event the Russians were to 
press us a little too hard in Korea or somewhere else. 

Not wishing to use our judgment alone, because we didn’t have all 
the facts—we had to rely on the military—w e allowed the Defense 
Department budget requests; and, in order to avoid a deficit, we in- 
creased the taxes. When we increased the taxes, most of the tax- 
payers complained bitterly at the time it was up, but I voted ‘‘yea”’ 
on the tax bill because I knew deficit spending would result if the bill 
were not passed. 

] personally pay taxes, not or ily on my salary but on my other 
business activities. In the event we did not have the present budget 
requests that are greater than our revenues, and if we could reduce 
the budget requests to meet our revenues, I would be voting for tax 
reduction. The purpose of this sube ommittee study is to. lay the 
foundation for a better understanding of how the present taxation is 
affecting the small-business man, because the big-business man, as 
Senator Sparkman stated, has his representatives and tax experts 
who make the facts known when the tax committee says we are ready 
to study taxes. 

The founding fathers of this great Republic were pretty smart when 
they vested the House with responsibility for initiating tax legisla- 
tion. Of course, the House Members are up for election every 2 years, 
and they can be changed; and, likewise, the founding fathers had 
great wisdom when they established the Senate term of 6 years so 
that the Senators were not subject to the pressure of the people, and 
might have 4 years in which to weather the storm of criticism. 

Now, | ain in accord with you that if the taxpayer felt a positive 
burden of taxes he would be more vocal in his demands; and when it 
is withheld and the refund comes to him, while he probably resents 
the withholding, he is grateful for the refund. 

Mr. Srutrs. I would like to say that I have worked in a Senator’s 
office and seen business groups come in to ask for this or that or the 
other thing. So, there is perhaps some slight fallacy in saying that 
if a man earning up to $8,000 felt taxes he would not ask for some 
of the benefits of the various Government programs. I think all of 
the Senators have seen businessmen who do not have their tax money 
painlessly extracted from them, but who still want and demand lots 
of Government services. For that reason I might say your program 
would not be 100-percent valid, perhaps. 

Mr. Brookes. | don’t think so either, but I’d like to point out 
that many of these men depending on W ashington are big-business 
men, and they have secretaries to pay that income tax. You go out 
to the corner grocery where a man has to shell out the tax out of his 
pocket, and it burns his fingers a lot more. 

Mr. Dockrray. What year of tax-withholding set-up were you 
using? 

Mr. Brookes. Mr. Dockeray, I used the 1950 tax for 1951 as it 
was originally in effect, and the figures came out to be about 94 percent. 

Then we took the 1951 tax as it now stands for 1952, and we made 
the computation as I have indicated to you. 

Then, I recomputed it and gave everybody a Christmas bonus, and 
the figures were the same. 

Mr. Dockxeray. They are on the 1952—20-percent basis? 
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Mr. Brooxrs. No. They will vary. You see, you had a change 
on that, and we used that, and there is a slight drop from 94 to about 
90. 

Mr. Docxrray. Well, it is working toward what you are asking for; 
is it not? 

Mr. Brookes. Well, not fast enough. 

The CHarrman. Thank you, sir. 

Now, is there a Mr. J. J. Sullivan here? 

Come right around, Mr. Sullivan, and give your name and your 
business address and business connection to the reporter for the 
record, please? 


STATEMENT OF J. J. SULLIVAN, ALABAMA OUTDOOR 
ADVERTISING CO., INC., BIRMINGHAM, ALA. 


The Cuarrman. Mr. Sullivan, whom do you represent? 

Mr. Suuuivan. I represent myself as a taxpayer, and the name of 
my company is Alabama Outdoor Advertising Co., Inc., here in 
Burmingham. 

The CuarrMan. Proceed, sir. 

Mr. SuLuivan. My first objection is to the double taxation imposed 
today, both on corporations and on dividends. 

I believe at least in giving companies the feeling that they do have 
something to work for. 

You take a dollar of corporation profits, forgetting excess-profits 
tax, you take 52 cents out of that dollar; then, you might take 2 cents 
for State income tax and forget the State if you can, and that leaves 
you 48 cents. 

Now, if you pay out 60 percent, as the gentlemen from the collec- 
tor’s office intimates it should be, with section 102 hanging over your 
head, that leaves you 31 cents out of the 48 cents to pay out in 
dividends. That leaves 17 cents for either surplus, or taxes, or what 
you may have to pay out. 

Then, taking the 31 cents, if there were two people in the corpora- 
tion, and they divide that, we'll say 15 cents to get round figures, and 
if one of them had to pay the average tax of the average head of a 
corporation he would pay approximately 50 percent, which would 
leave 15 cents, and half of it would be approximately 7 cents. He 
would say, “‘What’s the use?”’ 

A fellow came to me recently and he wanted to rent an old ware- 
house I have, and I said, ‘‘It ain’t worth while.” 

Let’s take the $32 which I could get in rent for that warehouse, 
and pay Uncle Sam 50 percent, and my end of it would be what— 
7 bucks, and why should I have a fellow using up space belonging to 
me for $7 a month? Why have an argument for that money? It 
isn’t worth while putting it on your books. 

It reminds me of the story that it cost the Government $2,800, 
Vice President Barkley said, to pay the bill for a mirror he had in 
his office, and as in my own case, it just wouldn’t be worth it. 

If you will read the newspapers, you will read where Mr. Newbold 
Morris was working up there, and he simply had nothing to do, and 
he was just hanging around. 

Now, I’m a firm believer in the fact that the Government has the 
right to take everything we own if need be to save our country, but 
there is a difference between millions for defense and millions for 
boondoggling. 
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Now, our country has had the duty of going out for the last several 
years and havi ing to go out and sell war bonds. We have also had 
to back up Dr. Meadows in his own OPS office, and we do these 
things because, regardless of what you people do in Washington, the 
country goes right ahead anyway, and——— 

The CuHatrMaNn. Mr. Sullivan, if I may interrupt you? 

Mr. SuLuivan. Yes. 

The CuarrMan. This year the Government endeavored to be very 
conservative with all the independent agencies of Government, and 
they endeavored to economize by reducing the amount of appropri- 
ations for personnel, advertising, and everything like that. 

We are working on the third supplemental appropriations bill, and 
were so working on it when I left the Senate the night before last. 

In other words, there are deficiencies in all these general agencies, 
and they are now in there asking for supplemental appropriations to 
carry them through to the end of the fiscal year of June 30, and I 
have said—and I don’t want this to be misunderstood as being 
political in any manner, because we have conducted ourselves in a 
nonpartisan manner on this committee, but I have said that up until 
you can get right up to the top, and that is where this economizing 
must begin, you are not going to get it, because the agencies get 
their classifications on the “basis - the number of employees to the 
division, and if | am in class 7, or 10, or 12, I cannot get out of that 
class until I have to my credit so many more. 

So that there you have that constant question of increasing the 
personnel and increasing the activities of the agencies, and there is 
only one place where that economizing can start, “and that is from the 
President right on down through. 

I have been governor, and I have known the time when we have 
had to cut our operating personnel, and operating expenditures, and 
to cut out all travel, because our revenues were falling short of what 
our legislative bodies had anticipated when they enacted it, and I 
called in the top men and I said, ‘“You have got to cut out all travel, 
and if you must travel, you can only go one at a time instead of three 
or four. If in the event you have resignations or have a de uth, you 
will just have to carry that as a vacancy in order to economize. 

Now, if you have surplus employees standing around, as Newbold 
Morris reported in this morning’s press, somebody at the head is 
responsible for that situation, and the Congress can beat their brains 
out trying to overcome that, but they never will get it until the head 
of the agency corrects it. 

We are working on deficiency appropriations right now. Last 
year’s appropriations bill carried 20 millions of supplemental and 
deficiency appropriations over and above the year before, what we 
enacted to operate the Government. 

Mr. Sutuivan. Senator, would it do some good just to suspend hiring 
for 90 days? 

The CuairMan. That was what we endeavored to do last year in the 
appropriations bill, and that is why the supplemental requests are in 
there right now. 

Now, are there any questions of Mr. Sullivan? 

(No response.) 

The Cuarrman. Thank you very much, Mr. Sullivan. 

Now, the next name on our list is Mr. C. M. Jasperson. 
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STATEMENT OF C. M. JASPERSON, REPRESENTING FLY ASH 
ARRESTOR CORP., BIRMINGHAM, ALA. 


The CHarrMan. Will you state, Mr. Jasperson, what business you 
represent? i 

Mr. Jasperson. I am C. M. Jasperson, representing Fly Ash Ar- 
restor Corp. Iam delighted with the senatorial representation here. 
I was born and raised in Minnesota, Senator Thye, and I received my 
degree at the University of Minnesota, probably when you were a small 
boy. 

Senator Taye. Off the record. 

(Discussion off the record.) 

Senator Toyr. Back on the record. What was your home town, 
Mr. JASPERSON? 

Mr. Jasperson. Wayzata. 

After coming to Alabama I have been associated in small business 
practically the entire time. I was first with the Alabama Power Co. 
which was, believe it or not, small business in those days. 

In 1917 I was one of the organizers of the Southern Manganese 
Corp., at Anniston, Ala., a Theodore Swan interest. 

We organized that company with $50,000, of which $25,000 was 
paid in, and carried it on until 1929 when stock was sold to the extent 
of several hundred thousand dollars, and in 1935 this company was sold 
out to Monsanto Chemical Co. 

During the first year or two we ran into difficulties on the excess- 
profits tax of the First World War, but that was settled by adjustment. 

We secured a new product, a patented process after the war, and 
went on with it from there and went on with it very successfully. 

This could not be done under the present circumstances on account 
of the great amount which would have to be paid out in taxes and other 
expenditures. It would have required a good deal outside financing, 
and I question very much whether the Swan Corp. could have had the 
success it did under the present tax laws. 

In 1939, Senator, I became associated with Colonel Coward, in the 
Fly Ash Arrestor Corp., and the company was organized at that time. 
It was a new product, patented, and we organized the company with 
very small capital, a couple thousand dollars. 

The CHarrMANn. What is the nature of it, the Fly Ash Arrestor 
Corp.? 

Mr. Jasperson. Senator, the Fly Ash Arrestor Corp. makes equip- 
ment to collect the fly ash from chimneys, the material which goes out 
with smoke, and where it is not properly taken care of, the small, fine 
particles of ash deposits all around the country, and ultimately 
creates a very dirty material on everything. 

This equipment is different from the other manufacturers. We 
have several competitors, but the process is different. Our process is 
patented, and like the Swan Corp. we have a new product which is 
patented. 

We made money in 1942, and ran into the income taxes of World 
War II, a very nominal amount, but the exemption was rather low 
at that time, and we had to pay a substantial amount in excess-profits 
tax, although that excess-profits tax was designed particularly for 
concerns who were organized during that base period. 
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We brought a claim for payment, or reimbursement of these excess 
profits for a period of several years, and had extreme difficulty in 
securing them, but finally we received a refund of two or three thousand 
dollars after considerable negotiation, and after one or more trips to 
Washington. 

I am bringing that point out because while our refund was very 
low, it cost us just as much to collect the $3,000 as it would have for 
a larger concern collecting $30,000 or $300,000. 

We ran into the excess-profits tax again in 1951. We had a fair 
year in 1949. We had losses in 1950, and we had our best year in 
1951. 

Well, when we came to making out our income-tax report we were 
as naked as a jay bird, because we had no base period earnings to go on. 

We could not go on a capital basis because we were financed out 
of earnings largely. 

As a result we had earnings of 14.4 percent of our sales, and we 
paid out in taxes 8.7 and had left after taxes 5.7 percent. 

It was extremely difficult to make any comparison with any other 
large companies doing similar work, but I have found three that 
possibly would be comparative: 

Dravo Corp. makes fabricated steel, and does work on a contract 
basis, that is, each sale is a contract, similar to ours. 

Dravo Corp. made 12.4 percent of their sales, paid taxes of 6.5, 
and 5.9 was left in the business. 

Otis Hlevator Co. is not strictly comparative to ours, but they 
had 16.7 percent profit. They paid out 6.7 in taxes, and they retained 
in the business 10 percent. 

Bath Lron Works (I believe they are involved in both building and 
heavy structural work on a contract basis) had profits of 6.6, paid 
taxes of 3 and retained in the business 3.6 percent. 

[ am citing these figures because there three other companies are 
large business compared to the Fly Ash Arrestor Corp. They have 
been in business for some time, and they have a base period that gives 
them something to restrict their excess profits. 

We do not have such a thing. We are a growing company, and 
didn’t have a diversity of business, and a continuity of fairly good 
years to hold down our excess-profits tax. 

As a result we have had to pay out considerably more than half of 
our earnings in excess-profits tax. 

Now, that is not unusual for any concern at the present time, but 
we feel that we are penalized on account of being a new and growing 
concern. We have not had the benefits of a long business history. 

For the last 3 vears the Fly Ash Arrestor Corp. has made 7.9 percent 
on their sales. They have paid out 4.6 in taxes and 3.3 percent has 
gone into the business, as I said, for the last 3 years. 

I have given you these other two concerns of somewhat similar 
conditions, new business, a patentable new product. ‘They aren’t 
going into some bakery business, or something like that, and compet- 
ing with others of the same products. 

That is the story as far as these two concerns are related, and if 
there are any questions 1 would be glad to try to answer them. 

Senator Tuyr. Are there any questions, Senator Sparkman? 

The CuHarrMan. I don’t believe so. 
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Mr. Sruvts. If you were allowed to retain a greater portion of 
these earnings, is the market large enough so that you would be able 
to plow back the money into the business and thus be able to take on 
more contracts? 

Mr. Jasperson. Yes, sir. There is available more business which 
could be done even with present facilities, and there is more business 
available as research is done on similar types of work, 

Mr. Struts. So that, in effect, you are turning away business 
bedauss you cannot retain enough earnings to take on that new 
business? 

Mr. Jasperson. Yes——we are not turning down too much business, 
but we are not seeking certain business we should be able to take on. 

Mr. Sruvts. And, that also means that vou have that much funds 
for further research to make vour product more refined, and, perhaps 
to bring out other and new products; is that right? 

Mr. Jasperson. That’s right. 

Now, there is another situation concerning the Fly Ash Arrestor 
Corp. which did not hold as to comparison with Swan Corp., and that 
is inflation. We have had to have higher accounts receivable, hivher 
inventories, and higher items in our working capital than we would 
have had to have 10 years ago, because of the inflation which has 
occurred in those years when we have been growing. 

Mr. Srutrs. And, of course, that inflation hits you also very 
strongly when getting in new machinery, and in trying to get rid of 
your old obsolete machinery, and replacing it with newer types? 

Mr. JAsperson. Yes, it does. 

Senator THyr. Would you like to make a statement, Colonel 
Coward? 


STATEMENT OF COL. R. W. COWARD, REPRESENTING FLY ASH 
ARRESTOR CORP., BIRMINGHAM, ALA. 


Colonel Cowarp. Your question about plowing back money into 
the business. We need press-brake machinery very badly right now 
which would cost $10,000, and in order to get that much money I have 
got to earn $24,000 and out of that I have got to give $16,400 to the 
Government, and the only way I'll ever get one is to go to a junk yard 
and get one that’s been thrown away, and if I spend $15,000 repairing 
it | am still better off. 

Mr. Srutrs. Could you rent one? 

Colonel Cowarp. I don’t know. 

Mr. Srvuurs. Many of the small-business men have been telling us 
they have been getting rid of their bricks and mortar and machinery, 
and renting them. 

Colonel Cowarp. If a press-brake manufacturer comes to me and 
wants to rent me another press brake on a sales contract and I can 
charge it off over 10 years, I’ll do it. 

Of course, I know it is a subterfuge to avoid taxes, and any subter- 
fuge I can do I’m going to do as long as it is legal. 

I think the equipment manufacturers will start doing that. 

After World War II we bought from a junk yard some military box 
girders at $30 a ton for them, and we split them and joined them 
end to end, and we made 12-foot trusses, and we made roof trusses out 
of them. 
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Then, about 4 or 5 years later we got enough money to buy columns. 
We have them up on columns now, and we have a little bit of concrete 
under them and when it rains we have to quit, and we have 13,500 
square feet of shop, with no floor on it. 

It wouldn’t hurt so much if we didn’t feel that 50 percent of am 
money is wasted—and I know it’s wasted, because I was placed i 
the St. Louis ordnance district in the vear 1943, and I cut our oper- 
ating costs 39 percent while our production of ordnance material 
went up 35 percent. 

I did it by not hiring people, like the gentleman suggested awhile 
ago. 

Someone at the top, Senator, has to be in favor of it or it just is 
not done. 

Senator Taye. That is right. 

Colonel Cowarp. But I was in favor of it. 

Senator Taye. And, if Congress had cut the appropriations to you, 
and you had not been in favor of it you could have fallen back and 
said, “In the last quarter | am compelled to shut down because the 
money is gone.’ It is just that sort of thing which is creating the 
deficiencies today upon which we are laboring. 

Colonel Cowarp. That’s right, Senator; and it makes one think 
of this, it makes you think of moving vour plant to some other 
country, some country that is not run by the CIO, and even if one did 
that, and in paying the tariff and importing vour stuff back into this 
country, even the tariff wouldn’t amount to that much. 

I have already manufactured products in Canada and then shipped 
the stuff back into this country, and I don’t know but what that is a 
good out, but it is a hell of a thing to say. 

Mr. Sruuts. I was just wondering how much more efficiently you 
would have to operate when considering a 50 percent tariff? 

Colonel Cowarp. As I say, it is an awful thing for an American to 
say, and you keep asking yourself, “How the heck can I hold this 
thing together and stay in it?’ 

Any questions? 

(No response.) 

Colonel Cowarp. Thank you, gentlemen. 

The Crareman. Thank vou very, very much. Colonel. 

Senator Tye. Our next name on the list is Mr. Rutland. Can you 
come around here, Mr. Rutland, please. 


STATEMENT OF RAY RUTLAND, REPRESENTING RUTLAND BAK- 
ERY, AND PRESIDENT, ALABAMA RETAIL BAKERS ASSOCIATION, 
BIRMINGHAM, ALA. 


Senator Tuyr, You may state your name, and the name of vour 
company, and your business address, Mr. Rutland. 

Mr. Rutrztanp. Tam Ray Rutland. I represent our own company, 
the Rutland Bakery, and I am also president of the Alabama Retail 
Bakers Association. 

Senator Ture. Off the record a moment. 

(Discussion off the record.) 

Senator Tuyr. All right, go ahead. 


98399—52—pt. 1- -—22 
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Mr. Rurianp. Four years ago the first of this month I started in 
business. I am a baker by trade, and I have been in it since I was 10 
years old, and I thought I was doing the right thing. 

The first year and a half I did all right. I started to accumulate a 
little bit of money and I started expanding a little bit. 

You have either got to go forward or backward; you can’t stand still. 

Then, I found out the two biggest competitors I had were the 
Government and the housewife. 

You have to go out and buy flour, eggs, and all my principal ingredi- 
ents against the bidding of the Government. 

Now, the Government doesn’t have to make a profit off of them, but 
I do, as well as the other bakers around town and all over the country. 
If we increase the price of something we decrease the amount of pro- 
duction. Every time I raise some ‘thing five cents a dozen the next day 
[ can cut my orders down a certain number of dozen. 

When you start doing that you are just putting yourself out of 
business. 

The second year I was in business I had a real good year. I re- 
modeled my shop, took the building over next door to me, and got in it. 

Then, the 15th of March rolled around, and I was flat. When the 
Government got through with me I didn’t have any operating capital, 
and all I had was equipment on paper, and the bank running ‘after me, 
but I managed to scrape up enough money to pay them and that is 
happening to me consistently. 

In 1949 the national average profit was 12 percent. Last year with 
the wife and I both working on an average of 10 to 12 hours a day, I 
netted 7% percent, and that is buying raw material against Govern- 
ment prices, and while they talk about decreasing the food costs and 
keeping prices down, at the same time they raised “the parity on wheat 
about 25 cents a bushel, which has a lot to do with our problem, be- 
cause every time something goes up we can’t increase prices, and when 
you try to buy in larger quantities to save money, and then they come 
out with are port that this group or that group has done so and so, and 
you are operating 2 or 3 months on withholding, which is paid every 
quarter, and your income taxes, not to count your city and county and 
State taxes, and pretty soon it ‘starts to wor king on the inside of you, 
and you wonder what in the heck you are working for, and it seems 
there is no end to it. 

A year and a half ago I was operating six stores and I had one of the 
largest bakery businesses in the city. 

I cut it down to three, and I am going to cut it down to two, and if 
that doesn’t work I’m going to cut it down to one. 

If you fellows will check up on this you will find I am one of the more 
progressive bakers in the city, and one of the most progressive in the 
South, and particularly in the State of Alabama. 

I have come a long ways in the last 4 years, and I’m slipping back 
now, and you just can’t feel but that you are fighting your own Gov- 
ernment every way you turn, and the average sales in a bakery in the 
last year is 40 cents, and in the last three w eeks, including income tax 
and not counting what I previously paid, and I paid the State and city 
and Federal something like $1,200, and when you start taking in money 
on an average of 40 cents per "sale per customer you can see how long 
it takes to get that kind of money together. 
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In the entire city of Birmingham there are 21 retail bakeries, and 
there are only about three or maybe four that can buy merchandise 
on open account; in other words, your taxes keep you broke, and you 
don’t have any operating capital. 

Every time I get a few thousand bucks ahead, here comes some kind 
of a tax and [ have to pay it, and pretty soon that breaks you inside. 

I guess that is just about all I have to say. 

Senator THyre. Any questions? 

(No response.) 

Senator Tuyr. Thank you, sir. 

Is Mr. Milton R. Durrett here? 


STATEMENT OF MILTON R. DURRETT, MANAGER, ALABAMA FOOD 
COUNCIL, AND SECRETARY, ALABAMA WHOLESALE GROCERS 
ASSOCIATION, BIRMINGHAM, ALA. 


Senator Tuyr. Will you state for the record your name, and the 
company you represent, and your business address, please. 

Mr. Durrerr. I am Milton R. Durrett. I am manager of the 
Alabama Food Council, an association of more than 5,400 members. 
This membership is composed of independent retail grocers, industrial 
and chain stores. It is composed of food manufacturers, wholesalers, 
brokers, produce dealers and many other factions of the food industry. 

In addition, I am secretary of the Alabama Wholesale Grocery 
Association. My few remarks are made in both capacities. 

Many of the firms which I represent are corporations. Others are 
partnerships or individually owned. In both instances their problems 
are common. 

Their businesses require a high ratio of operating capital to sales. 
To all intents and purposes our businesses are operated on a cash basis. 
Where credit is extended the terms are very restricted. In the case 
of our wholesale grocers 75 percent of the net profit is represented in 
the earned cash discount. The average net profit during the past 5 
years, including cash discount, has been less than 2 percent of sales. 

The industry has been faced with increasing costs. Merchandise, 
until recently, has continuously increased in price. Supplies and 
equipment have also increased. There has been a general increase in 
labor cost, which became particularly pronounced with the recent 
increase in the minimum wage rates. 

In the case of our corporate businesses which pay a Federal income 
tax of 52 percent, or better, it has been impossible for them to main- 
tain adequate operating capital. 

To a large degree the same has been true of the privately owned 
business. 

To meet the demand for increased capital caused by the inflationary 
prices, plus the impossibility of increasing reserves due to the high 
Federal tax rate, our industry has found it increasingly necessary to 
increase their financing and borrowing through the bank. 

If the present trend is not stopped, you will see many old established 
food businesses liquidating in the near future. This has happened 
in a number of instances within the State, where men have reached 
middle age and no longer desire to fight the continuing tax pressure as 
well as competitive pressure on their business. 
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They have liquidated their businesses because there are no buvers 
who are willing to invest the necessary capital for such a small return 
after taxes. 

In our two organizations we feel that relief should be given from 
the high tax rate by two methods: first, a reduction in taxes as 
promptly as economies in Government can be effected to warrant 
same. The second method would be to place all corporations and 
businesses on an equal tax basis. 

By this, we mean all businesses which at the present time are 
exempt from the Federal income tax, either in whole or in part, 
should pay the same taxes as competitive businesses. 

We have in Alabama over 300 cooperatives which pay little or 
no taxes. 

Recently in Birmingham a dairy cooperative was formed. Because 
this cooperative paid no Federal or State income taxes and city 
licenses, it has become exceedingly strong financially. 

You can appreciate how much stronger our local dairies would be 
financially if they were able to retain such a large portion of their 
net earnings. 

It is obvious that a tax-exempt firm can build up operating capital 
at a tremendous rate of speed, which gives them a decided advantage 
over their competitors. 

Dun & Bradstreet’s analysis of the Southern States Cooperatives, 
of Richmond, Va., a dealer in feed, seed, fertilizer, and farm supplies, 
is most interesting. It shows that the cooperative was incorporated 
in 1923 as Virginia Seed Service, Inc.; reincorporated in 1933 as 
Southern States C ooperative, Inc. 

This cooperative was granted income-tax exemption in 1929, and 
again in February 1935. The tax exemption was reaffirmed recently 
by the Commissioner. Dun & Bradstreet says [reading]: 

The Southern States Cooperative began operations with a capital investment 
of $11,000. In view of the fact that the business is owned and operated on a 
cooperative basis, savings are exempt from Federal income taxes, and no surplus 
account is established. 

Purchases by patrons in the fiscal year ended June 30, 1950, totaled $69,005,383 
as compared with $68,447,078 for the prior vear, and net margin was $2,411,116 
for fiscal 1950 as compared with $1,956,347 for the fiscal year 1949. 

It is obvious that tax exemption has played a large part in this 
growth. 

Now, gentlemen, these two phases in the food industry are very 
important. As I have said out there we have become shorter and 
shorter of working capital. 

I know of one wholesale grocery business in Alabama that has been 
for sale for 3 vears. There is no one willing to invest the $100,000 
necessary to buy that business under our present tax structure. 

A friend of mine in Alabama had a wholesale business, and I was 
interested in buying that business, and in order to acquire that busi- 
ness it would be necessary to go in debt some 60 or 70 thousand dollars. 
plus investing my own capital, after which I would only realize, after 
taxes are taken out of that business, an increase in earnings of between 
5 and 8 thousand dollars. 

A man just cannot go in with an investment of approximately 
$108,000 to get just that small increased earning within 1 year. 

In Alabama in the last 7 or 8 years I have seen them liquidate their 
businesses because the return is not worth while after paying taxes, 
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and they would rather liquidate their businesses than to pay that kind 
of money out in taxes, and thus do away with their business worries. 

About the only other thing I would like to emphasize is the iact 
that these high taxes are destroying capital at an alarming rate; and 
a study of bank loans, particularly in the food industry, will emphasize 
the fact that it is becoming intolerable. Where I spoke of the cooper- 
atives, 1 am reliably informed that if they were taxed equally with 
the other members of the food industry you could reduce over-all the 
income tax about 5 percent, but I cannot verify those figures. Any- 
way, on the $2,000,000 this Virginia association made, using the 
70-percent bracket, they would have paid something like $1,400,000 
to the Federal Government; whereas, being tax-exempt, they had all 
of that to add to their increasing capital. 

That is all. 

Senator Tuye. Are there any questions? 

(No response.) 

Senator Tarr. Thank you, sir. 

What is your name, sir? 


STATEMENT OF RUDOLPH KERN, PROPRIETOR OF DAINTY MAID 
FOODS, BIRMINGHAM, ALA. 


Mr. Kern. I am Rudolph Kern, 2701 Seventh Avenue South; 
I’m a member of a cooperative food wholesale house, and we have two 
kinds here; we have the independent wholesale house and the coopera- 
tives here. 

In the cooperatives we have a certain group of people doing the 
advertising, and the others don’t. 

In our cooperative wholesale we pay down $750 as initiation fees 
and we are paying income taxes; so, don’t misunderstand the difference 
between the farm cooperative and the wholesale cooperative. 

With us we have a little man who doesn’t pay the advertisers, and 
we have to pay the taxes, but at the present time you can buy every 
second store in Birmingham for the money he has invested without 
anything for his services or anything else. 

We have a price war on, and not only that; that price war will be 
turning into other things. I know a radio man—and | brought you 
some newspapers to show you {indicating some documents]}—— 

Senator Tuye. I know, but we have all seen those ne wspapers, and 
[ will ask that you please confine yourself to your problem in your own 
particular business. 

Mr. Kern. Allright. I’m talking about the secondary-advertising 
allowance. I mean the man who proposes something and then goes 
to the wholesaler and says, ‘‘All right, you have a certain group of 
independents or a certain chain store. I'll produce that product at a 
reduced price, and you pay the advertising for it,’ and we are suffering 
from it, on account of having those two different things—fighting a 
price war. We little fellows are standing in the middle. We are going 
to go out of business. 

Now, I left Europe 50 years ago, and we had practically the same 
condition the ‘re; and what happened?—socialism. 

Today the democratic system is supported by the middle-class 
people; and, unless Congress sees fit to do something for the middle- 
class people, sooner or later we are going to have socialism. 
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Senator Toye. You have to pay the same tax as anyone else. 

Mr. Kern. Yes; that’s right. 

Senator Toyz. What do you sell? 

Mr. Kern. I sell groceries and meats. 

Senator Tuy. You are in the retail food and meat business? 

Mr. Kern. Retail business; yes. 

Senator Tuy. Do you operate one store or several stores? 

Mr. Kern. I operate—my wife and my daughter work in the 
afternoon, and today I would sell it to you for—I’m there for 30 years, 
and I’d be willing to sell it to you for what I got invested in it without 
anything else. 

Senator Tuyr. Well, Mr. Kern, Senator Sparkman and I have our 
own troubles without acquiring yours. 

Mr. Kern. The biggest problem the small-business man has today 
is this secondary advertising. The manufacturer doesn’t advertise 
direct, but he goes to work and gives a man a certain amount of money 
to advertise, and the man who sells more of it advertises, and the 
fellow who doesn’t sell so much doesn’t get anything. 

This radio man, he called up the company and says, ‘Yes, I’ll let 
you have advertising space on your produce, and I pay 50 cents to the 
dollar,’ and he finally bargained him down to 70 cents, but other 


companies advertise their goods and don’t use the radio man’s name, 
and that’s direct advertising, and that helps the little fellow, because 
there is no discrimination in adver tising. 

If the manufacturer says, ‘All right, you have a group of adver- 
tisers here, either chain or independent; I pay you the advertising,” 
and you go to work and Friday and Saturday advertise and sell it 
cheap. Then the people get the impression these are held up by the 


rest, or the independent man. Yet, they generally know they can 
buy it cheaper from the man who did the advertising than the man 
who doesn’t advertise. It does give us a more equal chance to com- 
pete, the fellow who works for himself. But we are losing this public 
support by secondary advertising. That may be a new proposition 
for you, but I had to get it off my chest. 

Senator Tuyr. Thank you, sir; you certainly did get it off your 
chest. 

Mr. Kern. I wanted to get the little fellow a chance, too. 

Senator Tuyr. Thank you, sir. 

Now, the next name I have on my list is Mr. Tomlinson. 


STATEMENT OF A. R, TOMLINSON, REPRESENTING MARTIN 
STAMPING & STOVE CO., HUNTSVILLE, ALA. 


Senator Tuyg. All right, Mr. Tomlinson, you may state your name, 
and the business you represent, and your business address, please. 

Mr. Tomitnson. A. R. Tomlinson, of Martin Stamping & Stove 
Co., Huntsville, Ala. 

I think Senator Sparkman is quite familiar with the little organiza- 
tion that resulted from a _ referee-in-bankruptev sale in 1939 in 
Huntsville. 

We went up there to buy a press, and the referee was not satisfied 
with the bids made by the people, and the chamber of commerce got 
in touch with us; so, since we were in the coal-stove business in Florence 
and Sheffield, and through the chamber of commerce there, they asked 
us if we would attempt to operate that plant. 
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We incorporated for $25,000, and started. 

In 1940 we decided to go into the gas-heater business. At that time 
we made the thirty-third manufacturer of gas space heating in the 
country. 

At the present time, from the records I have, there are 148 of them. 

We didn’t get into production except in a very small way before 
the war. The personnel who were operating the plant were all in the 
Naval Reserve; so, we decided the only thing for us to do was to go 
into war work, making up our minds that we would not make a profit 
out of the war. 

At the end of 1945 we had a surplus which had resulted from all the 
business had produced, without paying any salary to the management, 
of $28,000. 

Now, 6 years later we have an operating surplus of 10 times that 
amount; that’s an earned surplus. 

The war taught us how to manufacture; and, while we didn’t make 
a profit out of “that, we learned plenty, and we haven’t anything to 
regret about our experience. We had a pretty good product, and we 
still think we have a good product. 

But we have found that you cannot maintain a place in industry 
without expansion—new dies, new tools, new storage, and manu- 
facturing space. 

As a result, in spite of what our competitors seemed to think was 
an exceptionally fine progress report last year, we had to pour $88,000 
of new capital into that business. 

That money was put up by the five of us who had operated the 
business. That was put up by our bankers, I should have said. 

In order to carry that business, the banks charged too much interest 
on it each year. Our net return on sales last year was 2.65 percent. 
We are a going business. We had an earning base for excess-profits 
tax. 

Now, I don’t like to call it “excess” because I don’t think it is excess 
when only about 5.6 goes into that bracket, so that we were not hurt 
as bad as others, but the 2.65 percent was all we could retain in the 
business. 

Senator Toyz. What was your total volume last year? 

Mr. Tomurinson. $2,048,000. 

It takes at the present time a little over six times the capital to 
maintain the working inventory than it took for the year 1946. 
That’s in our particular business. So, the point that I think has been 
very clearly brought out by the other folks is: 

You have there, we think, a business which was founded on the 
willingness to gamble an or iginal investment of five fairly young chaps 
in an attempt to provide a payroll for a town which needed it and 
which last year was better than half a million dollars, a business 
which has grown because we think it has merited growth. Yet, at 
the present time our credit is stretched to such a point that, if a re- 
cession of 3 or 4 months should hit us, and the banks should lose the 
confidence they have in us, we could not continue. 

We are not liquid. We could have financed every item of our ex- 
pense since the war if we could have retained 50 percent of what we 
paid the Federal Government in income taxes. 

We have not built expensive buildings. The buildings that have 
gone into that enterprise are surplus buildings which we purchased, 
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two of them from Government installations. The piers or columns 
are made up from gas cylinders which we bought as junk from the 
arsenal and welded together, and we made our own structural work on 
top of that, so that our cost for building has been very, very low. But 
still, gentlemen, there is a situation which is not sound. We could get 
outside finance, but we want to retain that business to ourselves. 

Mr. Srutts. How could you get outside financing; who would want 
to get in on that? 

Mr. Tomutnson. We have a competitor who has $3,000,000 sitting 
idly in the bank. 

Mr. Struts. It would have to be a competitor and not a person 
like myself. 

Mr. Tomurnson. Our line is attractive enough and our distributive 
set-up is attractive enough that we have been approached by com- 
petitors who have had the experience of making money when they 
could keep money and, frankly, unless we can find some solution to 
this thing, if we do have a recession we might be forced to go out of 
business. 

That is our picture. Maybe it is not small business, but it started 
as small business. 

Senator Toys. In other words, in the event we were not able to 
readjust the taxes by enacting new tax legislation in the near future, 
so far as you are concerned, it is a question of whether you could con- 
tinue to be solvent and be prepared to meet some emergency? It 
is @ serious question with you whether you would be in business 3 or 
4 or 5 years from now? 

Mr. Tomurnson. That is exactly true. 

Senator Taye. You are not able to retain any capital which would 
represent a cushion, so to speak, nor are you able to retire your in- 
debtedness, so as to be prepared to meet a recession of, say, | year’s 
period or even longer? 

Mr. Tomiinson. As I mentioned, we do have an earned-surplus 
account, which is fairly substantial for capitalization, and that is all 
tied up in new buildings, new machinery, and is not liquid. 

We have not been able to retain the necessary money so that we 
could weather our own storms and handle the ups and downs every- 
one has to expect when operating a business. 

In other words, it’s just like sitting in a poker game where the house 
collects 50 percent of the pot. 

Senator Ture. There is no use in going into that, because I per- 
sonally would not be able to follow you. I hope you will confine 
yourself to taxes, the subject of this hearing. 

The Cuarrman. Mr. Tomlinson, you bring up a point I want to 
explore because I think you are the first person who brought it up, 
when you talk about the possibility of selling out to a competitor, 
and I want to explore it just a little bit because I think it has a two- 
pronged aspect, which is of interest to the economic condition of the 
whole country. 

First of all I rather doubt whether you could sell to a competitor, 
who would probably close out the business—or, would it become a 
part of his operation? 
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Mr. Tomiinson. His‘idea is to operate it as a division of his corpo- 
ration; in other words, he wants the line we have developed. 

The CHarrman. We have been wondering, and we do want to study 
this. What effect does the present tax structure have on small 
businesses throughout the country; that is, what is to be done to 
prevent them from being absorbed ‘by other businesses. Second—and 
I don’t know whether this has as great an effect on the national econ- 
omy as it does on local economy—one thing I have always been 
interested in is to see the development of industry or business with 
the use of local capital and local management and so on and so forth. 

I have seen many small businesses get started and be successful 
and then be taken over by some big business with capital and outside 
management. 

As I say, it is probably not bad as far as the national economy is 
concerned, but certainly we could develop a much stronger local 
economy if we could use our own funds and our own management. 

Don’t you agree? 

Mr. Tomurnson. We were given the opportunity of maybe having 
the Government spend a couple million dollars in expansion, and they 
sort of liked what we were doing for them, and they came to us with 
the idea, but at that time we took the attitude that we didn’t want 
to lose the business which we had, and get too big. 

We wanted to be able to go through the shop and to know every 
one of our employees, because we felt that we could be happiest per- 
sonally that way, and be a good influence and a good thing for the 
community, because we don’t hope to get too big, and we wanted to 
stay of a size where we could maintain such a contact, and have that 
sort of contact right in that town. 

The CuHairMan. I can say this of the most of the other businesses 
which have been brought up here, and the one you mentioned, be- 
cause I remember the business you mentioned, | remember when it 
went through bankruptcy, and I know Mr. Tomlinson and the 
Martin boys, and it is a fine, clean business, and it is the type of busi- 
ness which represents the very backbone of how such communities 
are built. 

As a matter of fact, there is one thing which I think we should all 
keep in mind, which is this: When we speak of sma!l business, after all, 
some 90 percent of the businesses in this country, and perhaps a much 
higher percentage of the businesses we have, originally fell into the 
category of small business, and they do constitute the lifeblood of 
our communities. I particularly appreciate your statement on this 
phase. 

Colonel Cowarp. Senator, we are all in the same boat on this 
matter of recession. Weare all so busy meeting the problems of today 
that we cannot have any way to defend ourselves against a depression 
tomorrow. One would have simply to look at that as an inevitable 
thing if it happens. 

Senator Ture. We will stand in recess now, until 2 o’clock this 
afternoon. 

(Whereupon, at 12:40 p. m., a recess was taken to reconvene at 
2 p.m. of the same day.) 
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AFTERNOON SESSION 


The CuarrMan. Let the committee corie to order, please. 
Mr. Arnold, would you come on aroun | here, please. 


STATEMENT OF J, DOZIER ARNOLD, PARTNER, ARNOLD, KELLER 
& SMITH, CERTIFIED PUBLIC ACCOUNTANTS, BIRMINGHAM, 
ALA. 


The Cuarrman. Mr. Arnold, for the benefit of the record will you 
give the reporter your name, the firm whom you represent, and your 
business address, please? 

Mr. Arnotp. My name is J. D. Arnold, certified public accountant. 
I am a partner of the firm of Arnold, Keller & Smith, of Birmingham, 
Ala. 

I have been a certified public accountant since 1926. 

Rather than make a statement as to any particular phase of the 
tax situation, I think I would like to leave before this committee 
some questions that I think are in the minds of the small-business man. 

To start with, statistics which came out of one of the Senate com- 
mittees last year showed that 37 percent of all taxes paid came from 
individual income taxes; and, that 19 percent of all taxes paid came 
from corporate income. 

I think it is recognized that there are far more small corporations 
than there are large corporations, and, therefore, it seems to me that 
most all of our income comes from small businesses. 

Now, as to individual income taxes with which I desire to deal for 
just a moment, there were some statistics presented to the Joint 
Committee on Taxation—anyway, it appeared in the Congressional 
Record for 1951—in which it was estimated that 96.2 percent of the 
people who pay personal income taxes will have incomes of $10,000 
per year or less. 

That only leaves 3.8 percent for people who might have incomes 
above $10,000, of which 3 percent come within the bracket of between 
ten and 25 thousand dollars. 

If that is true, then it seems that the small taxpayer pays substan- 
tially all of the taxes that are paid in this country. 

I think that the average American citizen is interested not only in 
the taxes that he pays direct, but that he is also becoming very much 
interested and alarmed at the number of taxes that are hidden that 
he pays, and that are repeated. 

I have made a study of that, and you have probably all seen the 
statistics on the fact that 25 to 33.66 percent of everything we buy is 
composed of hidden taxes. 

Some reference was made here this morning by Mr. Brookes, 
also a certified public accountant and, well, that is a matter of opinion 
as to whether that is good or bad, but if you have an employee working 
for you and you advance his pay $5 a week, and then you take out 20 
percent of that for withholding tax, he does not consider that he has 
received that increase in pay. It is hard to get that matter across to 
him. 

Mr. Hodges spoke this morning of confiscation by the State due 
to the extremely high taxes on estate inheritance tax. I think that is 
true, and that it is going to become more, too, unless the exemption is 
raised. 
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The small-business man has no chance of accumulation of an 
estate of any size if it is all invested in business, and to allow that 
business to continue after his death. 

In a number of instances he cannot, under the present taxation of 
50 percent or more that a man in that business could make, who could 
accumulate that size income, wherein he would then be in the fifth 
bracket, which would be $16,000, now, and he cannot accumulate 
enough to purchase enough insurance which, in turn, would be suffi- 
cient to pay the estate tax. 

Another thing, again, I think this section 102 has created a lot of 
hysteria in this country. One of you gentlemen from Washington 
referred to the fact that in the case of one out of every thous: und has 
that section been imposed. I don’t question that, but the fact is that 
some of the employees of the Bureau of Internal Revenue use it as a 
sort of polite blackmail over the taxpayer. All right. How much 
in dividends does he pay? None. Why? The money which might 
have been paid out in dividends is used for carrying larger inventories, 
and as some of you well know, the taxes have increased as much as 
100 percent in the last few years. He stampedes the small taxpayer 
who cannot afford to pay this thing, into giving dividends, and 
probably the individual who receives those dividends probably 
is in a higher bracket, probably 50 percent; so, as someone pointed 
out, when he gets through he has about $2.50 which he gets out of a 
hundred dollars. 

I think, as someone pointed out this morning, if we are taxed before 
dividends the threat of section 102 would be removed. 

Obviously, there are cases where there have been unjust accumula- 
tions of surpluses to avoid the payment of the surtax on dividends. 

Now, again, and this is a rehash of what has been said before, but 
someone referred to cooperatives. 

We happen to be accountants for some cooperatives, and they pay no 
taxation. They are in direct competition with others in like busi- 
nesses, and they are usually located in small communities, and they 
are in direct competition with taxpayers. 

Another thing I think the small-business man is intensely interested 
in is the competition going on in Government, the many governmental 
agencies today that are in business competing with him. 

I have in my office, and I am sure the most of you have seen it, a 
register of governmental corporations now in business. 

Now, we will not go into the merits or demerits of it, but as an 
illustration there is the Tennessee V alley Authority—and, well, that’s 
in direct competition with big business, and maybe we should not 
discuss that, but that’s what I have in mind. 

I think another thing in which the small-business man is intensely 
interested in today—and he should be more increasingly interested 
tomorrow—is the increase in the civilian personnel in government. 

I think I am correct in quoting Mr. Babson who stated several 
evenings ago that we now have 2,500,000 civilian employees on the 
Federal payroll. 

I think we are and should be interested in economy in government, 
and I think something should be done about the adoption of the 
Hoover report. Only a very small part of that has ever received con- 
sideration. Whether I agree with Mr. Hoover or not, there are some 
points in that report certainly worthy of more consideration than it 
has ever received. 
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Then, last but not least, as Senator Thye referred to this morning, 
the fact that the Senate is now considering deficiency appro- 
priations- 

Senator Ture. And supplemental appropriations. 

Mr. Arnoup (continuing). That’s right, Senator, supplemental 
appropriations. And, it seems to me it is within the power of the 
Congress to cut out some of these, and you could cut them out simply 
by failing to pass those appropriations. 

[ don’t pretend to know exactly how it can be done, but I think the 
time is coming when we will have to. 

You said this morning one couldn’t do very much about that until 
it could be cut down at the top level. Well, we may have a new top 
level after this fall, but be that as-it may, that is a matter of politics. 

Senator Torr. May | interrupt, and suggest that when I made that 
statement this morning I said I did not want to appear to be speaking 
in a partisanlike manner, but this committee has always been non- 
— and I said these deficienc y and appropriation requests were 

ecause the agencies had not reduced their personnel so as to have 
permitted them to function in the previous quarter so that they have 
sufficient funds to go through the last quarter, and I further stated in 
order to bring about that condition you have to have it come from the 
top of the ageney right on down through, or should I say from the 
President down through the agencies. 

That is the statement I made. 

Mr. Arnovp. That is what you said, Senator. 

Now, I want to speak of the increase in expenditures by certain 
governmental agencies that have taken place within the last 10 vears. 

i remember very distinctly that the Department of Labor is one 
where the increase has been something over 10 times what it was 
10 years ago. 

I don’t know enough about the operation of the Federal Govern- 
ment to know whether those things are sound or not, or whether we 
require them. 

It seems to me no other businesses are as expensive to that extent. 

Then, too, the matter of subsidies gives us a great deal of concern. 
For instance, when one grain dealer in California gets three million 
and some nine hundred thousand dollars in subsidies, that’s quite some 
subsidy, and then there’s another subsidy, the potato subsidy in 
Maine, and even though they receive it, then, they wake up to the 
fact that when the Government gives you a dollar, a substantial 
amount of it will be taken back by the Government in taxes. 

] think the over-all picture from an economy standpoint, of getting 
the Government out of business, is much more important to the 
small-business man than mavbhe a reduction in taxes. 

I think, too, a reduction in taxes would automatically come if we 
could get rid of this civilian personnel. 

Now, I have no plans or ideas, other than the fact that I think 
I have seen in recent years practically every one of the situations 
which have been discussed today, develop, and they are going to 
develop more and more as time goes on. 

Since I left here this noon I had a conversation with one of our 
clients, and he said to me, ‘‘How in the world can I meet this situa- 
tion? I have to increase my inventory and I haven’t the money to 
pay the taxes.” 
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I realize we have to have great amounts of money until we get this 
defense situation behind us, or at least partially licked, but it is the 
inefficiency which is burdening the taxpayers and partic ularly the 
small taxpayer who cannot maintain his own legal staff to interpret 
some of these bulletins that come out. 

That’s about all 1 have to say—lI could go on for hours along this 
same line, and I have enough material to ‘last for a week, but it is 
just more of the same. 

Thank you, gentlemen. 

The CHarrMan. Any questions? 

(No response.) 

The CHarrMan. Thank you very much, Mr. Arnold. 

Now, I believe our next speaker is Mr. Carl Wittichen. 


STATEMENT OF CARL WITTICHEN, REPRESENTING WITTICHEN 
CHEMICAL CO., BIRMINGHAM, ALA. 


The Cuarrman. Mr. Wittichen, will you give your full name and 
your business address and the name of the company which you 
represent, please? 

Mr. Wirricnen. My name is Carl Wittichen. I operate a small 
business, employing 21 people, the name of the company being 
Wittichen Chemical Co., Birmingham, Ala. 

Gentlemen, the first thing 1 want to talk about is this killing of 
incentive. 

In our little business we have striven to make ourselves efficient, 
and in so doing we have created a profit picture which places us up 
in the excess profits bracket. 

We have achieved that condition because we have created that 
condition ourselves by hard work and efficiency among our employees. 
Today we have no incentive to go further with that program. The 
production for the individual employee in our company is getting 
worse instead of better, because, under the wage laws we cannot 
pay them any more, and under the tax laws there is no incentive for 
those of us in business to try and make more money. 

That is the exact reverse of what my father taught me when I 
was a little boy, of trying to make something for the future and trying 
to create something in the American way. 

The tax picture has made it such that we have no desire to try it 
any more; there’s no sense in beating your head against a stone wall 
and fighting and fighting and fighting and working like we used to, 
because we cannot keep it like we used to be able to, and we cannot 
even put it back into the business. 

So, in reality, as far as we in small business are concerned, our 
incentive has been killed, and I mean that sincerely. It has been 
killed inside of us, and we no longer have the desire to do, to create, 
lo grow. 

Parallel to that, we have the problem of not being able to build up 
any reserves. Fortunately, our little business is debt-free, and we 
don’t owe anything except current bills, but we are in a lot worse 
shape today than we were 3 or 4 years ago—for this reason: What 
little reserve we have been able to retain out of earnings has had to 
go into increased inventories and increased accounts receivable, and 
our cash picture is diminishing at an alarming rate. 
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We have not as yet had to borrow money to pay our taxes, but we 
do have to delay paying a few bills in order to meet our tax picture 
on March 15. 

We have to maintain our position in the market in which we operate. 
If we don’t increase the inventory and take care of the problems of 
business out there, some competitor will come in there and we will 
lose our position, and, if that happens, we might as well go out of 
business. We are in a squeeze play, and I’m not talking about build- 
ing new plants and expanding; I’m talking about maintaining the 
position of the product we already have. 

Senator Tuy. You are not increasing your payroll, but just main- 
taining yourself as you have been for the past 2 or 3 years? 

Mr. Wirticuen. That’s right, maintaining our position. 

Senator Tuy. But the net you are allowed to retain has shrunken 
because of the increase in taxes? 

Mr. WirricHen. That’s right. It’s the excess-profits tax. We 
get to that excess-profits tax very quickly and we are just slightly over 
the $25,000 figure, and they take so much from then on that our cash 
position goes down, and our inventories are increasing, and we have 
no chance of accumulating a good reserve, and a sharp recession would 
not be too healthy for us. 

The CHarrMAN. I would say you are an example of great modera- 
tion in the use of language. 

Mr. Wirricuen. That’s right, and I want to keep that business and 
my people in employment where I can keep them working. 

Senator Tuyr. Have you appealed to the Wage and Hour people 
as to whether or not you can pay more money to the men? 

Mr. Wirricuen. Yes, sir. I have an incentive bonus in my 
business. It’s known as a discretionary bonus, and Senator Sparkman 
knows I was in his office on two occasions, trying to get them to let 
me pay it, and I waited for nearly 2 years. 

Senator Toye. Did they deny you that? 

Mr. WirticHen. No, sir, but it was the 21st of December before | 
knew where I stood, and I started in May of last year trying to find 
out, and my employees were real upset about it, and our efficiency 
went down because they didn’t know where they stood. 

Senator Ture. It is all wrapped up in the same package? 

Mr. WirticHen. That’s right. 

Mr. Sruuts. On this point of incentive, could you tell us what 
happens when your excess-profits tax gets you into the 68- or 69-per- 
cent bracket? And if you should fall in the regular surtax position of 
52 percent, would that be enough? Would your employees work if 
48 cents on the dollar could be retained? 

Mr. WirticHen. Yes, sir; it would help a lot. 

Mr. Srutrs. There is some point in between 52 percent and 70 
percent tax rates where operations begin to get a little sloppy. 

Mr. WirticHEeNn. This is the psychology a little fellow gets in his 
mind: He doesn’t see the 52 percent in the first $25,000. He sees that 
85 percent on the last dollar he spends, and when it comes time to 
do something about it, he says, ‘‘Well, I’m not spending this 52-cent 
dollar, I’m spending that 15-cent dollar,” and I think of that 15-cent 
dollar all through the year, but you know if you spend a few dollars 
it is going to come off the top in January. That’s the psychology we 
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are faced with. The excess-profits tax has completely reversed our 
incentive 

Senator Taye. It just gives one the inclination to think, ‘Well, 
doggone it, I might just as well spend the $10 or $15 because it’s 
coming off the top, anyway.” 

Mr. Wirticuen. That’s right. You pick up a telephone rather 
than write a man a letter, and you don’t care. That’s not right, and 
it’s not the way this country was created. 

The Cuarrman. That is right, Carl, and it is not the way Birming- 
ham was created. 

Mr. Wirricnen. That’s right, and that’s not the way my father 
raised me, and I want to feel differently, but you just face it, and 
that’s the thing you run up against. 

Senator Tarr. We have found evidence where the men have just 
simply said to themselves, “It’s no use working more than 3 or 4 
months out of the year, it’s simply burning my self up,” and “I can 
work 3 or 4 months and wind up with as much in the end,” and, then, 
they take time off, but the Government is losing the time and talent 
of the man when he quits after 3 or 4 months’ work. 

Mr. WirticHen. Sir, that’s right, and I know of two or three 
chemicals that 1 could handle, which are brought in from the outside, 
but there is no incentive for me to do anything of that sort. It just 
stops us, and as these gentlemen expressed it, ‘if we had 50 cents we 
might take a chance, and if we had 10 cents we might work like the 
devil. Of course, I realize the Government has to have a little fun, 
but when it gets to the point of $85 out of every hundred you make, 
it just destroys everything you have done before. 

The Cuarrman. Well, Carl, I think you have given us a true pic- 
ture, and there is a certain amount of tragedy in it, as I see it. 

I want to say we are trying to do one of the hardest jobs any 
nation ever tried, and that is to put on a partial mobilization program 
while maintaining, as near as possible, civilian economy. Of course, 
we all know that no nation ever did that before, and that is what we 
are trying to do. 

While you were talking, it occurred to me that this tax structure 
is very similar to what we had during World War II. 

Mr. Wirticuen. Yes, sir. 

The Cuarrman. I think the people during World War II under- 
went the hardships willingly, because they realized it was a death 
struggle in which we were ‘engaged. 

Now, I just want to say this for the record—and I think the most 
of you will agree with me: We are engaged in a struggle today that 
may be even more of a death struggle than the one in which we were 
engaged during World War II, and while we are engaged in it we are 
trying to maintain a civilian economy. 

I think perhaps the people in the country may not realize the extent 
of the seriousness of this fight in which we are engaged, and which 
fight I think we are winning. 

[ agree with you that certainly the incentive would be lost if we had 
to view this thing like anything of a long-range or permanent program. 

It seems to me that if we could get the fact across to the people of 
this country that this is a program “that is made nec essary in order to 
win this all-out war, even though it is not a hot war, not a hot war 
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such as World War II was, certainly we are working toward a point 
where we may be able to level off and reduce that tax load. 

In other words, I think if our people could see that it will eventually 
be less, I think we could then sweat it out as we did during World 
War II. 

Now, another thing you mentioned was your increased inventory. 

Mr. WirricHen. Yes, sir. 

The CuarrMAN. As Senator Thye said this morning, suppose we 
had not voted for these extra heavy tax loads we are all having to 

varry, and instead we would have had to have incurred deficiency 
spending, which we have stayed away from so far. You may think 
1 am mistaken, but I am hopeful we will be able to stay away from it, 
and next year as well, and if inflationary pressures had been allowed 
to assert themselves, we must admit by and large inflation has been 
kept pretty well in check since Korea. 

We did have that sudden upsurge, but it has been pretty well taken 
care of, and think how much of your income would have been affected 
if those pressures had not been checked, and it was the increased 
tax burden which contributed a great deal toward holding that back. 

| just wanted to advance those thoughts because I think they are 
real thoughts. I will simply rest on the statement I made originally, 
that we are undertaking the hardest job any Nation has ever tried, 
and it would have been much easier had we gone into all-out mobili- 
zation. 

Mr. Wirricuen. I agree with you, Senator, I agree with what you 
say, but the excess-proiits tax is not a revenue-raising measure in the 
first. place-——— 

The CHarrMan. But, by and large, it is an infiationary-control 
measure—— 

Voices: No, no, no, no. 

Mr. WirricuEN. It is not, with me. I believe it causes inflation, 
sir, and conversely, it works exactly to cause inflation, because, for 
instance, it makes me spend money. 

The CuarrMan. That it makes you spend more money—that is the 
only point where I could agree with you that it is contrary to causing 
inflation. 1{ you gentlemen would be es prudent in all your operations 
as you would normally be, then, that is a direct result you get out of 
the excess profits tax, but human nature being what it is, if you can 
spend those last few dollars and pull yourself out of the excess profits 
tax bracket, and just stay at that exact level to avoid that excess profits 
tax, as I say, human nature being what it is, that is just what you are 
going to do, and when you throw more money into the channels of 
business and luxuries, then that is inflationary. 

A Voice. We would rather throw it away on ourselves, Senator. 

The Cuarrman. You are dead right. The whole scheme is to 
destroy that which has made America great, and a drying-up of the 
means to invest money and take chances, and those things are the 
things that made America great in the first place, and when you de- 
stroy that you are just on the skids, going down the ladder so fast 
there is no stopping it. 

A Voice. Our internal enemies are far more dangerous than the 
external enemies, sir. 

Senator Tyr. Going back to that question that the Kremlin 
thinks they can destroy us from within—unless we are exceedingly wise 
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that is exactly true, and that is where Senator Sparkman is right 
about a partial mobilization and at the same time maintaining | as 
nearly as possible the civilian economy. 

Perhaps, to have a complete mobilization would be somewhat like 
a man speeding down the highway giving the proper sign every time 
he passed a car, against the man who did the thing wrong, in accord- 
ance with the duties laid down by the mobilization authority, and he 
didn’t get the same reception by the public. 

We want to keep the civilian economy above normal, and perhaps 
we have lost sight of the fact that we are in a situation almost the same 
as an all-out war, but it is still a lot different than the psychology of 
the people during World War II days. 

Mr. Wirricuen. They are advocating the spending of money to 
keep out of the excess profits tax bracket. 

The Cuarrman. I don’t think we have any difference of opinion 
from a practical standpoint. I say that the purpose behind the excess 
profits tax is to dry up excess earnings and keep it out of the market. 

I realize in all measures there is, what do we call it, a point of 
diminishing return, and if you go be yond that, of course, it encour- 
ages restlessness and to a degree it also encourages wastefulness and it 
feeds the fires of inflation. 

I don’t disagree with that argument. I recognize it as being a truth- 
ful argument. 

I go back to the thing I said a few minutes ago, and what Senator 
Thye just expressed, that if we had an all-out mobilization state of 
psychology it would make us willing to sacrifice and spend that 15- 
cent dollar, and it would be a whole lot easier to do, but, because of 
the fact that we are in this partial economy, or partial mobilization, 
with a full civilian economy, it makes it much harder. 

Mr. Wirricuen. Senator, you are 100 percent right. What has 
kept us little businessmen from having that patriotic desire is the 
wastefulness we see on all sides in these governmental agencies all 
over the country —— 

The CHAIRMAN. Wait just a minute. We are going to have to 
have this discussion in an orderly way, please. 

I still have several names, and we will just have to hear them in an 
orderly way. 

Mr. Srutrs. I would like to ask Mr. Wittichen one question which 
may help clear this up. 

The point has been made from the audience that excess-profits taxes 
are not primarily revenue-raising. Nonetheless, it does raise several 
billions of dollars in revenue which, to that extent, certainly dried up 
inflation. 

Do you have any alternate method of replacing that with some other 
type of revenue? 

Mr. Wirricuen. Yes, sir. 

Basically, I want to disagree that it raises so many billions of 
dollars. I do think if the excess profits tax were not there, and the 
normal tax rate was raised slightly, it would create many, many 
more billions of dollars in revenue. 

Mr. Srutts. Then, that is the alternative form that you were 
talking about, and I would like to ask you if that is a recommendation 
that you would make? 
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Mr. Wirtrcren. Both of our Senators from Alabama made that 
proposal before the excess profits tax was enacted, but it was not done. 
However, it was suggested. 

Mr. Sruurs. And you feel, I would assume from your testimony 
that the Government would be making a short-term investment, 
im that vou would be paying a hundred percent by plowing back and 
turning in more profits, and turning it back into 55-cent dollars? 

Vir. WirricHen. | can only say that if the excess profits tax were 
not there I would have very many more employees, and I would be 
paying many more dollars to the Government. 

Senator Ture. Many experts experienced in tax problems agree 
with you, that taxes can diminish returns, and in your own org.vni- 
“ation that has proven true? 

Mr. Wirricuen. It certainly has. 

The CHarRMAN. Any questions? 

(No response.) 

The CuarrMan. All right, sir. Thank you very much. 

Our next speaker is Mr. Ben Leader. 

And I want to say to you, while Mr. Le ade ‘ris being seated, you 
probably all noticed in the papers the other day a “wate hdoge ommittee”’ 
was proposed by a bill introduced by Senator McClellan of Arkansas. 
That bill proposes the establishment of a committee in the Congress 
to work on the appropriations and the budgets before they are actually 
made, and to ascertain what expenditures will be before they are 
actually made, and there have been efforts made in the past year 
and a half to create just such a ‘‘watchdog committee” because, then, 
the Comptroller General could go in and audit the expenditures, 


whereas now he audits the expenditures after they are made, which is 
a post-mortem proposition, and it does not prevent the expenditures 
before they are made. 

The Appropriations Committee has already gotten five additional 
staff members this year in order that we can better understand and 
get into the requested appropriations while they are being made. 

All right, sir, you may proceed. 


STATEMENT OF BENJAMIN LEADER, LAW FIRM OF LEADER, 
TENNENBAUM, PERRINE AND SWEDLAW, BIRMINGHAM, ALA. 


Mr. Leaver. I am Ben Leader, of the law firm of Leader, Tennen- 
baum, Perrine and Swedlaw. 

I have been engaged in the practice of law in Birmingham for 
more than 40 years. 

We—our firm—are general counsel for a large number, a majority, 
I would say, of the downtown retail stores in Birmingham, not of the 
smaller type as they may go, but the stores that probably have 
volumes of business from, I'll say, $500,000 and up. 

I have been their general counsel, and my firm has, for a number 
of years. 

I think I am in a sense conversant with their problems, tax and 
otherwise. I have handled their tax matters as well as others since 
1913, which was the commencement of the Federal tax year. 

I am not going to talk to you about the eemmenbete expenditures 
that are being made in Washington by the Government, or the 


unnecessary expenditures, because I recognize that it is very easy 





TAX PROBLEMS OF SMALL BUSINESS 349 


and simple for us to criticize what the other person is spending. 
I recognize that some economies might be effected, but I cannot forget 
what my good friend, Jimmy Jones, formerly a commissioner of the 
city of Birmingham, said when we were speaking for certain economies in 
the city, that everybody in Birmingham could agree on the removal! 
of a light from a street corner, and that applies to governmental] 
functions. 

That came to my attention very strongly during Mr. Roosevelt’s 
administration when he first created the WPA. 

I had a friend who passed the section where the WPA worker: 
were standing around, holding up their shovels in their hands, doing 
very little work, and getting $2 a day for it. He protested about this. 

We were out on a golf course, and his language was vile, and he 
cursed the administration for all that he could, and I couldn’t help 
but suggest to him that maybe he had forgotten that perhaps he had 
prevailed on the Government to establish a certain plant which cost 
$385,000, which could not be used by any other firm than his. 

So, after it is all said and done, I feel that we find—and I find 
especially-—that the farmer doesn’t like the high wages paid to the 
employees; the employer doesn’t like the subsidies that are given the 
farmer; the merchants do not like what you do for the other fellow; 
the industrialist does not like what you do for the guy on the other 
side. So, all in all, we are only interested, generally speaking, in that 
which helps ourselves and is beneficial to - selves, 

So, I don’t believe one can get anywhere by discussing these things 
They prove very little, and in truth and in fact t, unless we know the 
underlying details that govern every action of any administration we 
can really say very little about it that is beneficial to anyone. 

But, be that as it may be, I want to discuss one or two small mat- 
ters, matters that are simply affecting several of my clients and, again, 
I am interested in this personally, so you can see I am selfish in that 
respect. 

Congress, recognizing that a small corporation needs assistance in 
the event of the death of its head, so that the business may not be 
destroyed, and in order to pay estate taxes, passed an act known as 
section 115—G (3), by the terms of which it permitted that business 
to purchase the stock of a person to an extent necessary to pay the 
estate tax, providing it represented not less than, I believe, 35 percent 
of his total estate. 

That was very fine and that was commendable on the part of Con- 
gress, because it had for its purpose the preventing of an estate from 
selling a business where the owner had probably given his lifetime 
work to it, and retaining that business for the benefit of his sons, or 
whatever the case may be. In other words, if a person had been 
successful in building up a business of, say, $500,000 in value and all 
of his assets were in this particular business, then, upon his death he 
had no means with which to pay the estate tax except by the sale of 
that business, and Congress saw that that was requiring too great a 
sacrifice. 

But, they forgot one thing, I believe, and that is where we will 
take this for an illustration: Two brothers are in business. They 
own a corporation. They have a 50-50 interest in that business. 
They both had sons, and one man dies. 
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Now, the question arises as to what to pay the estate tax with, 
Now, usually these businesses have one class of stock; its common 
stock, and if you require the deceased’s estate to sell that stock to the 
c orporation and thereby pay the estate tax, it leaves one of the family 
with a minority interest, a much smaller interest, and the survivor 
with a larger interest. 

I don’t belie ve Congress intended that. I believe Congress really 
intended to give the relief, and in my judgment that could be ac- 
conEnENeE and such relief granted by authorizing the estate to 

veate preferred stock in that corporation, and then have the corpora- 
aa purchase the required amount of preferred stock with which to 
pay the estate tax. 

it would only mean this, putting it in concrete figures, as follows: 

You have a corporation here and it has $300, 000 capital. All 
rght. It is owned by two men. One of the men dies. It requires 
Snhae with which to pay the estate tax. They have a surplus 

ceount. They issue $100,000 preferred stock, and one party takes 
50 and the other party takes 50. 

Now, if you let the estate sell that $50,000 preferred stock to the 
corporation, it still holds intact the family relationship, the owner- 
sup in the corporation from a voting standpoint, and does not 
destroy the corporation, but, as it stands now, you would eventually 
destroy that corporation because you would have taken away that 
substantial interest from one and have permitted the other to retain 
it. Due to this fact friction would arise and eventually destroy the 
business. 

As I said, I believe Congress intended to prevent that, but it did not. 

I am in hopes you centle ‘men may see fit to prevail upon the Con- 
eress to amend that section, to authorize the issuance of that pre- 
fonted stock, so that situation might be obviated. 

| have another problem, and it is this—May I go on? 

Senator Taye. | was just going to interrupt to say that the witness 
is making a very good statement, and it will be helpful. 

I want to tell all of you that 1 have enjoyed my visit here in Bir- 
mingham. I am taking an afternoon plane and cannot stay until 
all of you have spoken, but I do want to say to you that it has been 
my pleasure to work with Senator John Sparkman in the Senate for 
ihe past 5 years, and I know you have a very able and a very con- 
scientious representative in the United States Senate, in John Spark- 
man. 

| further want to say that I wish I could have the opportunity to 
spend more time in Birmingham. It is a very beautiful city, and it 
seems to be the industrial heart of the South. 

Thank you. 

(At this point Senator Thye left the hearing room.) 

Mr. Leaver. Now, I have one other matter, and that is this: 

Some years ago Congress sought to stop up one of the gaps which 
permitted evasion of income taxes, and it created section 223—no— 
let me take that back—it created a provision by which it attempted 
to make holding companies out of certain activities, and it unfortu- 
nately used words which included many honest-to-goodness first-class 
companies, that did not own yachts and that were not out spending 
money like others. But they were included in this situation. 
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In other words, if three of us were the owners of a corporation and 
we likewise owned a business which was a partnership belonging to 
us three, and we constructed a building and leased it to this corpora- 
tion, under the dragnet that that law then created, we would have 
been then known as a personal holding company, and we would be 
liable to taxes for virtually everything that we had collected, prac- 
tically 100 percent, unless distributed in the nature of dividends year 
in and year out. 

Well, Congress saw that this was not right or proper, as it applied 
to the transaction such as [ have just illustrated to you and, therefore, 
section 223 of the Revenue Act of 1950 eliminated from the classifica- 
tion of personal holding company incomes, rents received by corpora- 
tions during taxable years ending on and after December 31, 1945, 
and before January 1, 1950, if sue +h rents were received for the use by 
the stockholders in a bona fide commercial industrial and mining 
enterprise. 

That took care of the situation, and let out those corporations 
organized in good faith for that purpose. And it eliminated them from 
the payment of these taxes and penalties. 

Now, the only quarrel that , ee with this remedial provision is 
that it ‘said, ‘ ‘after December 31, 1945,” and, therefore, it included 
a couple of my companies whic wie were caught in that dragnet that were 
just 5 days out of the pale of that particular date. 

Of course, I take the position that if Congress believed it fair to 
relieve those bona fide commercial enterprises from the personal 
holding company penalty, the relief should have been made retro- 
active generally rather than only to the years ending after December 
31, 1945. 

Now, that is one of the things that I think, in all fairness, ought to 
be corrected. 

As I said a moment ago, if it was right to do it at all then the law 
should have been made retroactive generally, for it was never intended 
to take in corporations of that type as personal holding companies. 

Now, there is one other general principle of law that I am going to 
discuss for a moment, one which has bothered me for a long time, and 
that is the question of constructive receipts. I am not going to enter 
into the technicalities of this, except to say that, as the law stands 
today, if you gentlemen were to organize a repair shop and issue, in 
that repair shop, $10 booklets good for 5 years, or subject to surrender 
at any time with the cash returned, under the present existing law, 
every dollar that you had taken in from the sale of those booklets 
would be considered by the taxing authorities as receipts for which 
you would be liable; and the mere fact that you have to give $10 
worth of service for that $10 booklet at some future time, in parts, 
labor, or what not, would not be permitted to be set up as a reserve 
and deducted from your income for the year in which it was received. 

To me, that has always been a red fig because I recognize the fact 
that if that individual engaged in that business were to send out a 
financial statement on that basis through the mails of the United 
States and obtain credit in that manner, he would be indicted and 
prosecuted for obtaining merchandise under false pretense, and be 
convicted. 

Therefore, you have in one breath a department of Government 
insisting that a constructive receipt like that is income, and in the 
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next breath the laws of the United States punish such person for a 
criminal offense if he does it. 

Mr. Sruuts. Do you have a specific example where that has come 
up, Mr. Leader? 

Mr. Leaper. Well, I will give you one: 

I happen to represent a client who went to Washington on a bid for 
insurance, Government insurance, was allotted a contract. 

That insurance premium ran into a substantial amount, but the 
Government of the United States was given the right to cancel and 
terminate it at any time in any manner, for any cause, or no cause, as 
the case may be. 

The insurance company said to this client of mine, who was the 
broker, ‘“‘Why, we are not going to hand you the commission on all 
of these premiums, because it appears the Government might cancel 
this insurance next week and they will come to you for a refund of these 
commissions and you wouldn’t have them. 

“Now, we are perfectly willing to do this, we are perfectly willing 
to deposit them in escrow in some bank, subject to payment to you 
only when, as, where, and if earned.” 

All right. That was reasonable, and I would have done the same 
thing. 

Then, the department came along and said, ‘Unh-unh, notwith- 
standing the fact that you cannot put your hands on these commis- 
sions, notwithstanding the fact that it is held right there, we are going 
to charge you with it as income for the year in which it was created, 
ans the mere fact that you might have to render service for it for 5 
years thereafter’’—which my client would have had to do, involving 
the spending of many tens and hundreds of thousands of dollars doing 
ii—“‘we will not give you any relief whatsoever,’ and they made an 
assessment against him of a large and substantial amount, as we know 
substantial amounts here, and we had to go through all of the agencies 
in order to obtain any relief at all. 

They did in that case reluctantly say, ‘‘We will not hold this to be 
a constructive receipt,” but I will say this to you, that it was a very, 
very close question. 

Mr. Sruurs. It was not a matter of law, but one of interpretation, 
was it not? 

I mean, since they did both things under the law, I presume the 
law was wide enough to give them the opportunity to exercise that 
interpretation? 

Mr. Leaper. I recognize this, insofar as the tax law is concerned, 
and one of the agents answered this question, and I think he answered 
it aptly. 

There was a conflict in the ruling of the Department on two similar 
matters. He laughed about it, and said, “Mr. Leader, you know 
how you take the law, it reminds me of a little billygoat running 
up and down the streets of a little town butting citizens, and the 
citizens protested to the mayor, and the mayor sent this owner of the 
billygoat a bill for $40, and this owner came in blazing mad and 
wanted to know how he could do anything like that, and where was 
the law that said he could do it, and he said, ‘Just a minute, let me 
read it to you.” Then he turned around and picked up a book and 
read, ‘There shall be assessed a tax against all property abutting on 
Main Street at $10 per foot.’ ’”’ Now, you can find truthfully almost 
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any interpretation of any law most any way you want it. The 
interpretation has been wide. 

I think that is about all I have to say. 

The CuarrmMan. Thank you very much, sir. 

Mr. Porter, do you want to give a statement to us? 


STATEMENT OF C. A. PORTER, PRESIDENT, PORTER MILLS, INC., 
CULLMAN, ALA. 


The Cuarrman, All right, Mr. Porter, just proceed. 

Mr. Porter. I am C. A. Porter , of Porter Mills, Inc., of Cullman, 
Ala. 

Now, about this throwing away of tax money, which has been dis- 
cussed here today, and what the people think about it, many of the 
yarn manufacturers have been making very high profits, and I know 
of one mill that went out and bought 50 knitting machines at $3,700 
apiece, and had no use for them, so they were charged to expense, 
and they have been doing a great deal of experimental work at Gov- 
ernment expense. 

The main point that I want to talk about here, is one affecting 
small business, between the United States Department of Labor and 
we people who are allowed to employ learners as operators of machines. 

Now, these ciimers! permits have been coming through more or 
less as the ILGWU desires. For instance, here’s one where we made 
application on June 21, and we got the permit on November 27, and, 
so, we were fined yesterday the sum of $870.56 because these permits 
did not come through and were held up on the advice of the Inter- 
national Ladies Garment Workers Union, because they say, “You 
don’t need learners,” and Senator Sparkman knows that Cullman, 
like Huntsville and all these other people, have to be trained and they 
are not experienced operators, and 1 just wanted to bring that to 
your attention because something should be done to protect young 
industry starting out in business in Alabama, when we just started 
5 years ago so that we won’t get in trouble, and be able to get the 
proper number of learners. 

Mr. Srutrs. You were fined under the provisions of the wage and 
hour law? 

Mr. Porrrr. Yes; under the Public Contracts Division. 

The Cuarrman. Mr. Porter, I had a good bit of experience with 
learners back during the Second World War, and I’d say it was a 
rather satisfactory experience that we had then. 

Mr. Porrrr. Well, yes, but it did deteriorate, and while it has 
been some better this year, we were unable to get our permits through, 
although applying for them in plenty of time, and it was the union 
reason entirely which accounted for the delay because, you see, we 
were nonunion and some of the competitor plants in other cities are 
union, and naturally they wanted the business to go to the union 
employers. 

I might mention the fact that we still are nonunion. 

The CuarrMan. I am not trying to entice business but I just want 
to say this, because you and I have had business together already, 
but did you ask your Congressman or either one of your Senators to 
look into this to learn what was the matter? 

Mr. Porter. No; I did not. 
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The CHarrMANn. Let me say this: We have all the business we can 
tend to, but, in all fairness, oftentimes it happens that a thing gets 
more or less caught and sometimes we refer to it as being pigeonholed, 
and lots of times a call to your Congressman or Senator can get that 
out onto the train again, and get it moving. 

It is just a matter of checking it. 

Mr. Porter. I was down here to see Mr. (name unintelligible), and 
I had every assurance they would go through, but Washington held 
it up. 

The Cuarrman. Let me make a suggestion: Call your Congressman 
and ask him to give a call down there to find out if it is being followed 
through. 

The reason I mention that is that back during World War II when 
I was in the House a good many plants up my way experienced a 
pretty large turn-over in labor, and they had to have a lot of permits, 
and every once in a while they would call up and say, “I have an 
application in there and I wish you would check up on it,”’ and I would 
check on it, and I found it was more or less of a routine procedure. 

Now, I want to thank you very much and tell you that we appre- 
ciate your coming forth. 

Our next speaker is Mr. Frank Mason. 

Mr. Mason, give us your full name, and your business address, and 
the company which you represent. 


STATEMENT OF FRANK MASON, REPRESENTING SOUTHEASTERN 
TOOL & DIE CO., BIRMINGHAM, ALA. 


Mr. Mason. My name is Frank Mason, of the Southeastern Tool & 
Die Co., Box 263, of Birmingham. 

We manufacture aluminum window screen parts and door parts. 

The CHarrMAN. You have had a pretty hard time, have you not, 
in the last year or two? 

Mr. Mason. Yes, sir; we have had several problems. 

First, I believe I can materially shorten these remarks by pretty 
much endorsing and just signing my name to what Carl Wittichen said 
in relation to the impact of the taxes on the capital structure for the 
handling of small businesses, for the financing of expansion which is 
practically prohibited under the excess-profits provisions of the tax 
laws, and on the basis of incentive we, too, have an incentive plan for 
the employees, and we attempt to participate in a sharing of the profits 
on a percentage basis. 

The tax structure, of course, affects the result of the profit which is 
left for distribution as profit or dividends, and also for expansion. 

One thing in the tool and die work—well, there were two things in 
our business which enabled us to go ahead. 

This business was started new within the past 4 years, and we have 
been fortunate in one respect by a condition which is unique possibly, 
in that my father and I are the principal stockholders in the corpora- 
tion, and in view of the lack of capital we have, in spite of that, been 
able to build the necessary equipment, which is specialized equipment, 
rather than having had to purchase it from manufacturers. 

We have made comparisons in cost, and I believe that if it were 
necessary for us to purchase this equipment we would not have been 
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able to—certainly we would not have been able to do anything that 
we have done. 

Frankly, | am fairly young to be in a group of this type, and I get 
a little bit alarmed at facing the future under the present tax structure 
when I think of the proportionate taxes now and when probably 
Henry Ford and some of the others were starting out in a new business, 
and the chance for expansion that we have as compared to that time. 

I think Carl Wittichen pretty well covered the impact of excess- 
profits tax on what is not permitted to be retained in the business, and 
the resultant lack of efficiency and the inflationary trends in the normal 
small-business operation. 

Mr. Sruuts. Have they got you in the top excess-profit-tax bracket, 
Mr. Mason? 

Mr. Mason. Well, let’s put it this way, let’s say that our accountant 
is pretty familiar with the situation and one of the problems we had 
was to obtain material, and, of course, with this aluminum controlled, 
that has enabled us to expand. We felt, although we were doing a good 
job in the supplying of materials in the defense effort, we were very 
seriously handic apped in being able to change m: aterial for that type 
of work, although there was a tremendous saving on the part of the 
military. 

Mr. Srutrs. The tax bite that has been taken out of the South- 
eastern Tool & Die Co. made you less able to weather that time when, 
it became necessary to come back to the cut of 15 or 20 percent? 

Mr. Mason. Very true. I think this new program, this 5-year 
program which has been set up, is significant, in that new corporations 
should be recognized and their growth permitted. 

But, even with this 5-year period, 5 years is an awfully short time 
within which to build a business. 

The CuarrMan. First, let me ask you this question: 

You say sometimes you get a little dubious of the future because 
of the heavy tax burden. 

Supposing you knew-—and none of us can know, of course, and we 
do not know what the future holds—but, suppose you did know or 
felt rather confident that we were going to win this struggle in, say, 
two more complete fiscal years to the point where we might be able 
to adjust these heavy taxes back to a more satisfactory situation. 
Would you still have some doubt and fear? 

Mr. Mason. Well, none of us—— 

The CuarrMAN. Pardon, let me put it this way: 

I can certainly understand your doubts and fears if you were looking 
at this thing on the basis of from here on out. 

Mr. Mason. That’s right. 

I think the thing that alarms us is that any of us in business feel an 
obligation and a debt, and we feel in operating the business that it is 
highly essential to maintain our affairs as we go, and, therefore, when 
we operate our individual lives along those lines and also our businesses 
along those lines, there are not any of us here who cannot help but feel 
a little fear about the manner in which the Federal Government has 
operated and is operating its businesses, and the way it is spending 
money in proportion to its income. 

The Cuarrman. By the way, and I don’t want to get into an argu- 
ment on that at all, because I agree with you that we should dry up 
every bit of waste we possibly can. 
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As I told someone at lunch today I operate this particular committee 
that way. I insist that we turn back all the money we do not use, 
and we never use up all the money Congress gives us. We may carry 
more than two Senators, but ordinarily we just send one Senator to 
these hearings, and I am a Scotchman by tendency and upbringing— 
maybe Walter Stults here would say I am so Scotch that I won’t pay 
him as much as he should get, but I do fully agree with you that we 
should dry up every bit of waste and be as saving in the operation of 
Government as businessmen are in the operation of their own par- 
ticular businesses. 

I wonder if you have ever checked the ratio of Government expend- 
itures, indebtednesses, and so forth, of the carrying of the public debt 
against the records of corporations for the same sort of thing? 

I saw some figures—I don’t have them with me—but I saw them, 
and they were rather revealing to me, and I am going to try to get 
them again, and they were rather startling in parts. 

Mr. Mason. The only thing on which I might comment as to that 
is that 1 saw Dun & Bradstreet’s report back a few years ago on the 
operation of the Government, and one is in the red and the other is 
in the black, and it surprised me the ones who were in the red as 
compared to the number of blacks. 

Possibly within my lifetime, and, of course, it has only been within 
the last few years that I have become aware of this situation, I mean, 
of the tremendous increase and trend toward that direction. 

The Cuarrman. Yes; and here is something else—and I want you 
to understand that 1 am not justifying it—but I do want to say that 
sometimes we do not give enough consideration to some of these 
things. We have experienced a great increase in Federal indebted- 
ness and, of course, the Federal Government has the burden of making 
war, and after all that is where practically all of the national debt 
comes from. 

But, on the other hand, I saw some figures showing the increase in 
State and city indebtednesses, and they were pretty startling too, and 
yet, we never hear a word about them. 

Mr. Mason. I will agree with you on the number of local govern- 
ments operating possibly over their income, and as to that trend, but 
the difference in hearing about those things, I think, is the difference 
in the dollars going into different lines. 

The CuarrmMan. Of course that is true, but again we must remem- 
ber that the State, city, and local governments are not burdened with 
the expense of national defense, or paying for wars, or anything like 
that, and after all, 85 cents out of every dollar the Federal Govern- 
ment takes in goes toward that project. 

I do not say that in justification of a single employee we ought not 
to have or a single dollar we ought not to spend. But I do think we 
do not get despondent over the expenditures of State and local govern- 
ments and the increase in the number of local government employees, 
and the increase percentagewise in expenditures is much greater. Well, 
that really does not belong in this hearing. 

Mr. Sruuts. Mr. Mason, Senator Sparkman asked, if you thought 
this was of short duration, would it affect your managerial decision if 
you did make that assumption and figure you would go on and expand, 


and would you have any problems of getting capital with which to do 
it right now? 
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Mr. Mason. In our operation it would be hard to make the expan- 
sion we would like to make even though our thinking was that it was 
on a 2-year basis. 

Mr. Sruurs. The most of your expense would have to be financed 
out of earnings; do you think? 

Mr. Mason. W ell, in other words, it wouldn’t be worth the risk 
involved for us to obligate what we have, which is clear, in order to 
expand when it might be possible the 2-year basis would be an error 
on the part of our judgment. 

That, too, brings up another thing, Senator. You have emphasized 
the thought in the people’s mind of bearing this excess-profits tax 
and that the increase in taxes would not be as predominant in the 
minds of all of us if every one of us was conscious of the fact that 
the national situation as to the probability of the threat of war was 
true, as experienced by World War II, but the problem is that, today, 
people in general, that is, the people in our shop and, I believe, the 
people also working at all levels in other operations, they don’t have 
that same conviction in their minds that they are under that serious a 
threat. 

The CHarrMan. I realize that, and that is why I said it was so 
difficult to do. 

Mr. Mason. And that threat is very real, and probably more real 
than any of us realize. 

The CHarrMan. We can be certain of this. There are 531 Members 
in Congress, made up of Democrats and Republicans, and representing 
all sections of our country. 

We talk about reducing expenditures, and I know that we do make 
a conscientious effort to do that, and I am a member of the joint 
committee, and we did come up with a recommendation that the 
budget for the next fiscal year be reduced by 10 billions of dollars, 
and if we can do that we may have a balanced cash budget, and I 
think we may be able to do it and we are going to work to that end. 

Here is a point in which I am interested. It will be interesting to 
go back and check on the various appropriations bills last year which 
were authorized, covering the expenditure of 90-some-odd billions of 
dollars, and when checking up on this we find they were supported 
almost unanimously by Democrats and Republicans in both Houses 
of the Congress, 

Now, it is just not reasonable to suppose that that many repre- 
sentatives of the people of the United States, and of all the different 
kinds of thinking, and in consideration of the responsibilities of both 
the major parties, that they did not sincerely believe that the situation 
was critical, and I know the same thing is going to be true this year. 

As a matter of fact, I think I should | say ‘that I may find myself in 
the minority in expressing the optimism which I expressed today,but 
my own personal feeling is that we could flatten out our defense 
program some without incurring too great a danger and that we 
might be able, thereby, to level off at a lower figure than we antici- 
pated, and ease up the situation earlier than some people think. 

Now, I think we can do that in 2 years’ time, but again I just want 
to say ‘that 531 Members of the two Houses, representing the two 
major parties and also representing all sections of the country, cer- 
tainly would not vote for these enormous appropriations almost 
unanimously if they did not believe our national security required it. 
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Mr. Mason. Well, I think a great deal of economy could be effected 
by the Federal Government on a pay-as-you-go basis, Senator. 

The CuarrMan. That is true, and the Joint Economic Commission 
whose duty is to make rec ommendations to both Houses of Congress, 
feel very strongly that that should be done, and that we should not 
levy any more taxes, and, then, we think the only thing to do is to 
pull down from the other end until we have at least a cash operating 
balanced budget, and that is what we are all working for. 

I just wanted to put in a little note of optimism, and I believe it 
xan be done, and if we keep on at the rate we are going we can have 
this in hand in 2 years’ time, to the extent that we can start working 
toward a reduction in taxes. 

Frank, I don’t like to see this pessimistic note. I will say what I 
said when we started off this morning. 1 want to see every young 
man in this country, when he gets to the age where he wants to do 
it, to feel that he can open up his own business and make a success 
of it, and to my way of thinking, it is not just a matter of going along 
with it, but I think it entails a matter of getting started, and growing 
bigger and bigger as time goes along. That is my whole philosophy 
of it. 

We wouldn’t be going out, traveling all over the country and 
spending this time to get these facts to develop this program if we 
did not believe that, and then to try to enact legislation to carry 
that out. 

Mr. Mason. To carry that out —— 

The CHarrMAN (continuing). That is exactly right—and not be- 
cause we endorse the tax program as a long-range thing. We know 
what it is doing, and we want to be able to go before the Tax Com- 
mittee and advise them that we have this. study from the small- 
business men of this country, and show what it is doing. 

Mr. Mason. The initiative is the whole thing. 

The Cuarrman. That is exactly correct, the initiative is the thing 
which pulls it around. 

I remember your father, Sam Mason—Sam, stand up there—Sam, 
do you back up every thing Frank said? 

Mr. Sam Mason. That’s right; what he said is true, and I’ll back 
him up on that. 

The Cuarrman. I knew you were back there, and I just wanted 
to see if you would say, amen to his statement. 

Let’s see, our next speaker is Mr. F. Clayton Albert. Will you 
come up here, Mr. Albert. 


STATEMENT OF F. CLAYTON ALBERT, VICE PRESIDENT IN CHARGE 
OF SALES, SOUTHERN COACH MANUFACTURING CO., INC., 
EVERGREEN, ALA. 


Mr. Atpert. My name is F. Clayton Albert, of the Southern 
Coach Manufacturing Co., Inc., at Evergreen, Ala., and we manu- 
facture city-type busses. 

Our company was incorporated in 1945, and we set out on the basis 
of a closely held corporation, of attempting to keep our cash position 
where the bankers thought was in good proportion so that we would 
have ample credit for working inventories, due to the fact that in our 
business we run into large dollars and cents volume at times. 





TAX PROBLEMS OF SMALL BUSINESS 359 


That program was successful as long as the taxes were 38 percent. 
We were able to hold our cash position even in spite of the increase 
in cost of materials and the increase in inventories where necessary. 

Now, we cannot take credit for keeping it in that condition all by 
ourselves. Our bankers realized the change from the time we first 
started with them, and the additional amount of money it was neces- 
sary to have for working inventory; but, we now find ourselves i in the 
position with the 73 percent tax to where our cash position is gradually 
going down. 

What we are going to be able to do to hold our credit, we don’t know. 
As far as expanding of course, there is one way: we probably could 
go out and take in other people and increase our capital. 

We would rather not do that. It would be a whole lot easier to sell 
out to one of our competitors, and we compete with five of them in our 
industry, and by selling out we could take the capital gaia. 

We know some of the others in our industry who have started out 
like we did, and who have put up their stock on the market and who 
have made their money on the fluctuations of the stock. That is not- 
that is another thing we do not want to do. 

We believe, in our situation, while it worked out under the plan of 
38 percent, that under our present tax laws, if we could be granted 
permission to set up a modernization program with 10 percent of our 
capital and surplus for a year, and be permitted to accumulate that for 
a maximum of 5 years, and not pay over the 32-percent bracket in the 
reserve set-up we could carry our program on through. 

We are now in a position where we have to have some relief. Now, 
we have not paid dividends in our company, and we never have, and 
we have never been in a cash position sufficiently so that the bankers 
would look with favor to our paying dividends. 

I have talked to a number of other small manufacturers and I find 
that a modernization reserve—and it wasn’t said in so many words 
but we had a witness here this morning from Selma, who mentioned 
the fact that when these new processes came out he didn’t have the 
money to put it in his own plant, and I would like to say that the 
same thing is practically true of all small businesses. Our friend 
from Huntsville has the same problem, and I disc ‘ussed it at lunch 
with him. 

A modernization reserve to be set aside, being permitted to set it 
aside and not being taxed over what the 25 percent is taxed, is that 
much of a cushion against keeping abreast with your competitors. 

In our case we cannot keep abreast of our competitors, and if I can 
stay within 1 or 2 years behind them, I can live, but some of them have 
to stay abreast of them, and it takes too much money for me to try and 
keep abreast of General Motors, and Mack, and White, and the rest 
of than. I have to wait until they come out with the new things and 
get their tooling over with, and I go along on that basis, and I can live 
on that basis because we have an overhead much lower than their 
overhead, and in our business that would represent quite an outlay for 
our type of business. What we need is a set-aside reserve for modern- 
ization. 

Mr. Strutts. Would that set-aside reserve give you the ability to 
amortize as you wish? 

Mr. ALBert. Well, in our particular industry the new thing to keep 
abreast of is tooling changes that we would have to pay for, the larger 





300 TAX PROBLEMS OF SMALL BUSINESS 


component parts coming mainly from Timken Axle, Spicer Manu- 
facturinz, Rush Steering—those concerns who manufacture those things 
for one company as well as for the big five in the industry. 

Taking a concrete example, when they came out with the automatic 
transmission for busses, it was known as a converter and that repre- 
sented some $150,000 tooling costs, so we had to let 3 years pass in 
order to get the use of it, so we waited 3 years later to where the 
tooling cost for us to get the transmission was within our reach, and 
all we are asking for is to be able to continue to pay the $18.000. 
\Ve are not asking to be placed in a position where we could be in 
position to pay $118,000. We started on the basis of 38 percent, and 
we would like to stay abreast of that basis in order to keep our plant 
up to date. 

The CHarrmMan. You say 10 percent of capital. You would charge 
an amount for modernization equal to 10 percent of the capital stock? 

Mr, Atsert. That’s right, and in our case our capital stock is 
$400,000, which would be $40,090 and we feel that not in any time in 
the future would we need more than $40,000 to bring out new models, 

[ might say there is one model we don’t want to build, It cost them 
$1 million to tool up for that model, and we don’t even want that one. 

{ mentioned that matter to give you some idea of the modification 
changes and the model changes and the tooling cost incident to it, 
which is charged off over the number of units that you purchase from 
the manufacturer, and the same with the transmission, and you have 
to pay for those things, and it is cash, and we have to keep our cash 
position in keeping with good banking practices. 

The Cuamman,. Could you not achieve the same result by depreci- 
ating it in 5 years? 

Vir. ALpert. Well, you might, like some of my friends are doing, 
such as I mentioned, why, ves; but to make this thing continuous and 
to give us something to look forward to, it seems to me the small man 
is in a very hazardous business. 

He has no control over prices. He is competing with the big—or 
rather, he is competing in an industry that is dominated by a few 
plants that can more or less control prices, and he has to follow and, 
therefore, a little slump in business and a ie r slump in the going price 

~4l? ; ‘ticl . ¢@ eans him out. 

trend, 2 and while it is something about which we are not com- 

pinininge, vet we do need some velit to give us that eushion, which, 

we had it, we could forget about that pressure. Just permit us to 

ive that cushion | referred to, and which has been referred to before, 
ech we cannot have at present at 70 percent. 

The Cyarrman. Thank you, Mr. Albert. You have given us a 
very cood statement. 

[ would like to have the reco rd show that Mr. Albert was identified 
with the Sm: ler War Plants Corporation during World War II for 
the State of Alabama, and I would like to state for the record that he 

.s been very helpful to our Small Business Committee for a long time, 

and has given a many helpful suggestions, and at times we have 
ually used him in the so ae of some of our problems. 

Next, we have Mr. William J. Christian, who is a certified public 

cecountant, here in Birmingham. 
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STATEMENT OF WILLIAM J. CHRISTIAN, CERTIFIED PUBLIC 
ACCOUNTANT, BIRMINGHAM, ALA. 


The CuarrMAN. You may proceed, Mr. Christian. 

Mr. Curistian. About the only thing I would like to do, Senator, 
is to state that I was a little concerned w whe n the committee seemed to 
brush off section 102 a little lightly. 

Someone said here today that there was one in every thousand 
taxpayers, and although I have a very small practice, I must be 
getting more than my share, because we just disposed of one and we 
had to take it on appeal to get it set aside. 

The effect of section 102, I think, is more psychological than any- 
thing else, but the conscientious accountant feels bound to tell his 
client the danger in connection with section 102. The cases handled 
locally have not shown too much discretion in determining whether 
they have an unreasonable surplus, but the question of inventories 
and accounts receivable. Too much attention has been paid to too 
large inventories. But the only thing I want to suggest is this: 

1 believe there should be some minimum relief, and I have in mind 
a very simple handling of it, but I think on section 102 net income, if it 
were given a specific exemption, as for instance, $25,000 on the excess 
profits, even that figure would allay a lot of fears on the part of the 
small operators. The last three cases with which I have been ac- 
quainted dealt with section 102 in amounts involving less than an 
income of $25,000. It is not the real big operators, but it is usually 
the small fellow who can get hurt badly. 

The CuairMan. You speak of net income? 

Mr. Curisrian. Yes, net, 102 section. 

I have one case which illustrates the inability of determining just 
exactly the correct advice to give a client on that section. I advised 
one of our clients in the years 1946, 1947, and 1948 to pay dividends, 
and he had bought libe rally of Government bonds, and on my advice 
in those 3 years he paid dividends of 70 percent which, by the way, 
has no significance; it is just ilustrative of the fact that if they ~ 
pay the 70 percent dividends, they should consider the penalty, but 
in this case they paid it. 

Then, in 1949 the property was destroyed by fire, and because the 
re prod iction cost was conside rably hicher than the orig rinal iInvest- 
ment they borrowed almost exac tly what they had paid out in divi- 
dends in those 3 vears to rebuild that plant. 

I believe consideration of a specific exemption would go a long 
toward relieving the apprehension the smali-business man gets 
over that section — 

Now, thev do attempt to assess it just often enough to be disturbir ng, 
and I think there has been only about 3.000 assessments and— 

Mr. Dockeray. The average is 1 to 1,000. 

Mr. Curistian. That is probably accurate, but you don’t take 
into consideration the questions raised by the tax agent with the 
taxpayer in the field, and recognize that some minimum part of the 
earnings should be exempted, and I don’t think it would be unreason- 
able to say the first $25,000 of the section 102 net income should not 
be subjected to the tax, and I will further say that if this is done, it 
would go a long ways toward allaying the fears of the small taxpayer. 


ways 
into 
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One other thing I would like to say. I am at a loss to understand 
why the Bureau of Internal Revenue does not seem to be bound by 
the decisions of the Tax Court. The tax agent goes right ahead and 
ignores the decisions of the Tax Court, and the taxpayer has to take 
it up to the Tax Court and get relief. again. I don’t know why he 
should not be bound by that decision just the same as all the rest of 
us, and I think that he should be bound by it. 

Mr. Docxeray. In other words, he makes every case a separate 
case? 

Mr. Curistian. Yes, sir. 

Mr. Dockrray. Would you not agree that section 102 applies only 
to small business? 

Mr. Curistian. Well, Trico wasn’t such a small business. Of 
course, section 102 presents many dangers. 

Mr. Docxerray. It is always the closely-held corporation, is it not? 

Mr. Curistian. That is true, but when you are dealing with that 
$25,000 corporation, the individual owners don’t accumulate high 
enough incomes. Of course, as you know, after the director denied 
the dividend then the stockholders proceeded to sue the director for 
not declaring a dividend. I think it is bad business to substitute a 
bureau, or some division of the Government’s judgment for what the 
board of directors thinks. 

There should be some minimum established where a man can operate 
with safety, and have no fear of being threatened by an agent, or have 
these things held over his head, and it can es asily be remedied by 
allowing some limited amount where the small man T am talking about 
will know there is no problem. 

They point out to him the danger inherent in section 102. They 
tell him, of course, “‘We have certain cases which we will bring up at 
the proper time.’”’ It worries them, and we have a great many diffi- 
culties with our clients because they worry so much about it, and 
I think it could be easily eliminated. 

Mr. Srutts. I am certainly glad, Mr. Christian, that you have 
brought that up. 

I am wondering if an exemption, if a sort of spelling out of it in 
the way of an administrative directive could be issued, so that your 
tax clients and any small-business man would know just where they 
stand? 

Mr. Curistian. Probably that would be most helpful. If we had 
the one yardstick we could lay down and put the client up against it 
and see what it is all about, and I could say to many of my clients, 
“Tf I were you I wouldn’t worry about it,” a real small-business man, 
if he has got much income would say, ‘‘Well, I’ll take a chance and 
leave it in, and I'll pay the 27 percent.” 

It is not harmful particularly, although it has been harmful where 
there are companies who out of fear have divided their cash facilities 
to the point where it is going to be hard for them if a recession comes. 

Mr. Dockxeray. Did you understand that that was the situation 
when the 70 percent bracket came along? 

Mr. Curistian. No, sir; but I do think when the 70 percent came 
along the agents in the Bureau became more particularly active. 

I remember the instructions to the agents of the Bureau that if 
they had not paid the 70 percent they were to consider that situation, 
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and prior to that time the agent had no specific instructions about 
it. Now, it has been on the books, as I recollect, for many years. 

Mr. Dockeray. Section 102, or its equivalent, goes back to 1913. 

Mr. Curistian. I was not in practice then. 

The CHatrmMan. It was changed in about 1937. 

Mr. Dockgrray. Yes, sir. 

Mr. Curist1an. That is one case, in my judgment, where a special 
board might be provided to pass upon those questions because of the 
fact that “generally the people who are dealing with it—and by that 
I make no reflections on the people in the Bureau—are not too fa- 
miliar with what these people in business are up against; and before 
the assessment is actually made, if it could be reviewed that way, it 
wouldn’t be such a big problem ‘and the taxpayer would feel that he 
was getting some business judgment on it. 

The "Vv have not been unreasonable in applying it, although we have 
had one case since the first of January where that assessment was 
imposed, but we were able to convince them that it should not 
be imposed. But that agent in that case exercised his judgment, 
regardless, and it was his best judgment. 

The CHarrMANn. We were very glad to have you here with us, Mr. 
Christian, and we appreciate your statement very much. 

Now, we are saving Mr. Trotter Jones until last. 

I have a letter from the Reese- King Realty Co., and the Louie 
Reese & Co., Inc., over the signature of Louie Reese, Jr., which will 
be copied into the record at this point. 

(The above-mentioned letter is as follows:) 


BirMINGHAM, ALaA., April 10, 1952. 
UniteD States SENATE SMALL Business CoMMITTEE, 
Care of Chamber of Commerce, Birmingham, Ala. 

GENTLEMEN: It is my understanding that you are desirous of as many points 
of view as possible on the problems of small business. 

I personally do not believe there is much difference between big and small 
business, and I do not believe there is much resentment of big business by small 
business. 

I ask no advantage over big business, but feel that all business is entitled to 
some relief from the overwhelming Government bureaucracy. 

We small-business men know that we have one great advantage, which out- 
weighs all the advantages that big business has except advantage given them by 
big government. 

n a small business, where the boss sits right out in front with his employees, 
he gets a loyal full day’s work for full day’s pay, and no customer is given any 
but the most courteous treatment. This is a tremendous and telling advantage 
over the large business where few of the workers have any real interest in seeing 
that not a single minute, or a single customer is lost. 

Up until recent years this one advantage made it easy for small business to 
give big business the most severe type of competition which was good for us all. 

But, the Federal bureaucracy has grown so enormously that big business 
maintains special large legal and accounting staffs to (1) fill out all the miles of 
Government forms and (2) keep the company out of the clutches of the myriad of 
new rapidly changing laws, regulations, administrative rulings, and court decisions. 

In the large business where volume of sales is very large, the cost of these legal 
and accounting experts is relatively low per unit of sales. On the other hand, in 
the small business, the owner who is the driving force of the business, because he 
cannot afford a large staff of experts, has to give a great amount of his time to 
studying law and filling in endless forms. 

His time, which would be so useful to the productive part of the business, 
where he is expecially skilled, is used in endless fumblings and inefficient work 
which is often wrong, penalizing the business in many ways. 

After all he has to contend with practically the same amount of red tape as the 
big business. Further, he has to try to comply with laws the meaning of which 
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will not for years be determined by the Supreme Court, who themselves seldom 
agree on the meaning, and he must also comply with endless administrative 
decisions which change without any notice to the parties affected. 

If half the people in business who are spending their time on Government forms 
and questionnaires and half those in Government making and checking these 
forms were released to some creative and productive work we could have ‘guns 
and butter’ and a greatly increased standard of living. 

This is a problem having no one easy answer but requiring the Congress to keep 
it in mind on every piece of legislation presented. 

Yours very truly, 
Louvre Rexss, Jr. 

The CHarrMaANn. Now, is there anyone else who would like to be 
heard before I call on Mr. Trotter Jones? 

Mr. Sotoman. I would like to say a few words. 

The CuarrMan. Give your name and address, and your business 
connection to the reporter for the record, will you please, Mr. 
Soloman? 


STATEMENT OF J. M. SOLOMAN, CERTIFIED PUBLIC ACCOUNTANT, 
BIRMINGHAM, ALA. 


Mr. Sotoman. I just want to make and leave one thought that is 
perhaps somewhat visionary, but I am very much interested in this 
thing of killing the incentive of the small taxpayer, which is un- 
doubtedly taking place, and I can cite dozens of specific instances in 
cases of my own clients of all kinds, professional, retail, and food 
processing, but it would only be a repetition of what already has been 
said. 

This killing of incentive is a problem with which we are confronted, 
and it has already been brought up that the waste in Government is 
absorbing so much of the tax money that that goes right along with 
the problem. 

The point I want to make is the possibility of any study that might 
be made to create incentive on the part of these bureau heads, depart- 
ment heads to develop efficiency. 

I know of no substantial reward for incentive in that respect that 
the sma!!-business people have to have in order to live on. 

I don’t know if any such thing is practical, but we are losing the 
benefit of that from which we get the most in our private enterprise 
system, which is private initiative and private incentive, and the 
thought occurred to me that perhaps some study could be made to 
combat the very things which have been mentioned so many times 
here today, and the fact that the governmental payrolls have not been 
reduced, and the man who can reduce them is the agency head, and 
I was wondering if there was not some sort of system which could be 
introduced whereby there would be some award by, say, some sort 
of a ‘“‘watchdog committee,” which might tend to create initiative in 
governmental employees, or create initiative, representing the very 
thing in private industry which at the present time we are killing. 

The CaatrmMan. Thank you very much, sir. 

Any questions? 

Mr. Sruurs. Secretary of the Army Frank Pace did issue such a 
directive to all of his personnel: 


Henceforth anybody who does a good job with fewer people gets a promotion, 
If he needs a hundred and gets along with 50 he gets promoted twice as fast. 
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Senator Lyndon Johnson in the committee has applauded Secretary 
Pace, and we will be interested in seeing what happens. 
fh The CHAIRMAN. I would like to add to that by saying that Secre- 
tary Sawyer, of the Department of Commerce has encouraged his 
department heads to turn back the money not spent at the end of the 
year. Now, Secretary Sawyer has placed a premium on the efficiency 
and savings of division or section heads of his departments who can 
turn back money at the end of the year. 

Mr. Srutts. We almost were not permitted to bring Mr. Dockeray 
along with us for that very reason. 

The CuarrMan. So that we can point to at least two Government 
departments which have taken positive action toward that end. 

Mr. Sotoman. It could possibly give rise to the foundation of a 
fundamental system whereby this would seep down more generally. 
It is a good subject, and I realize that. 

p The Cuairman. I can assure you that this committee is in full 
agreement with this statement which I made with reference to that. 

Now, I see a Department of Commerce man here, Mr. Paul Jones 
Do you care to stand right where you are, Mr. Jones, and say some- 
thing? 

Mr. Jones. I would just like to say that I am glad to be here. 

The Cuarrman. Now, I would like to call my old friend down here, 
from down at Peterman, Mr. D. S. Jackson. 

Mr. Jackson, you were the chairman of the Alabama Industrial—— 

Mr. Jackson. Alabama Banking Association, Senator. 

The CuarrMan. Have you anything to say? 

Mr. Jackson. No, sir. 

The CuarrMAN. He was with us all through last year, and made a 


very fine witness. We very much appreciate his attendance here 
today. 

Foots, have you anv thing to say to us? 
you would like to make? 


? Have you any statement 


STATEMENT OF CHARLES CLEMENT, SMALL BUSINESS REPRE- 
SENTATIVE, OFFICE OF PRICE STABILIZATION, BIRMINGHAM, 
ALA, 


Mr. Ciement. We realize that our office in OPS is doing its 
very best to save small business, and we have a lot of men working 
in connection with our agency who are experienced in business, and 
we know how they feel toward small business. 

We hear the public criticize various agencies of the Government 
but our agency, I think, is well-balanced in that it is made up of indi- 
viduals who are definitely in sympathy with small business, and so 
far as I know every member of our staff in the pricing field is com- 
pletely backing small business, and at one time we attempted to 
handle small businesses individually, but we found out that if we 
did we woul | have to revamp the entire agency 

I don’t believe there has been any waste on ih e part of most people 
in our agency, nor requests for more money with which to operate 
our agency, and it has performed, we think, a great piece of work in 
that it has stabilized, we think, a great deal of the prices, and I 
sometimes wonder what would have happened if we had not had it. 
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It is really my hope that it will not exist in another year or so, and that 
our people can return to their normal jobs. 

The CuarrMan. Thank you very much. 

I may say that it was at the request of the Senate Small Business 
Committee that the OPS sent up its small-business representative. 
We felt there should be somebody there to give particular attention to 
the little corner grocery and the small business that did not have 
expert accountants and full-time people in Washington to keep up 
with these things. 

We now would like to introduce to you Dr. A. R. Meadows, district 
director, of the OPS here in Birmingham. 


STATEMENT OF DR. A. R. MEADOWS, DISTRICT DIRECTOR, OFFICE 
OF PRICE STABILIZATION, BIRMINGHAM, ALA. 


Dr. Meapvows. As district director of the Birmingham OPS office, 
I should like to state on behalf of our organization that all of us want 
to help vou people in any way we can. 

We have been able to help in some hardship cases, and some men- 
tion was made this morning as to depreciation which was not taken 
care of, but we did have a situation in northeast Alabama where the 
board did not, or forgot to authorize certain depreciation, and we got 
a letter about it, and we got together and got an adjustment to help 
them take care of the depreciation on their equipment which they 
couldn’t get. We needed to have them continue in business, so we 
got an adjustment on this particular business which was specialized, 
and we also want to help everybody who honestly needs help, and I 
would like to say that we are glad of the opportunity to serve and work 
with you. 

Thank you very much. 

The CHarrmMan. Thank you, Austin. 

Now, we have as our last speaker, Mr. Trotter Jones, who is director 
of the Associated Industries of Alabama. We are glad to have you 
with us, Trotter, and we will be very glad to hear what you have to 
say. 


STATEMENT OF D. TROTTER JONES, DIRECTOR, ASSOCIATED 
INDUSTRIES OF ALABAMA, BIRMINGHAM, ALA. 


Mr. Jones. I am D. Trotter Jones, and I am director of the Asso- 
ciated Industries of Alabama. We have about 625 member companies 
in our association, taking into consideration 60 different types of 
classifications, and I would say 90 percent of them would be classed 
as small business. 

I am not going to go too much in detail because I think the questions 
have been pretty well covered, and a lot of the people who gave you 
their impressions were our members. 

I do want to thank your committee for coming here and letting our 
people give you their versions and impressions of these things, and I 
think it will be a very good thing. I have also read your records of 
hearings in other cities. 

The CHAIRMAN. I may say, Mr. Jones, this is a transcript of the 
Los Angeles hearing, and it has been interesting to me to see how the 
statements made so far in the various locations, are comparable. 
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Mr. Jones. I have two letters which I want to have inserted in the 
record, one from the Birmingham Printing Co. bearing out the bad 
effects that company is having from the excess profits and corporation 
income tax. 

rm . $ - . e ° ® ‘ 

The CHarrMan. Let it be copied into the record at this point, Mr. 
Reporter. 

(The letter above referred to is as follows:) 


Marcu 27, 1952. 

Mr. D. Trorrer JoNEs, 

Executive Vice President, Associated Industries of Alabama, 
Birmingham 8, Ala. 


Dear Trorrer: For fear that I will not be able to personally attend the 
meeting of a subcommittee of the Senate Small Business Committee at 10 o’clock 
on Tiiursday, Apri! 10, | am writing vou in this letter the information which you 
are at liberty to use in your argument before the committee. 

Certainly the exorbitant corporation income tax is seriously retarding the growth 
and reequipment of our small plant. Right now we need several pieces of ma- 
chinery but cannot buy it because of what we think to be excessive income taxes. 

Particularly is this true in the case of the excess profits tax. During the last 3 
years our volume has increased about $150,000 per vear. When we computed our 
normal and excess profits tax for the year 1951 we found that the Government was 
going to take about 55 cents out of each dollar of our profits, the net results being 
that we were compelled to forego the purchase of additional equipment and that 
the stockholders were denied a fair return on their money. Our entire profit after 
taxes amounted to approximately 44 percent of our total business. 

Small corporations such as ours cannot go into open market and sell new stock 
in order to obtain additional operating capital, and when the Government takes 
more than 50 cents out of every dollar of net income it not only prohibits the 
purchase of some badly needed equipment, but it actually kills incentive to want to 
increase your total volume of business. If this trend continues, the time will 
soon come when small corporations will dry up and go out of business because 
there is no real incentive nowadays to try to make money. Frankly, we closed 
the year with a sufficient operating capital in the bank, but after paying our 
Federal and State income taxes, and paying for one $6,000 piece of equipment, 
it now appears that we may be forced to seek a loan from the sank for current 
operating expenses. 

You have my permission to submit this information to the Senate Small Business 
Committee, and I have the facts in my possession to back up the statements I 
have made. 

Cordially yours, 
BIRMINGHAM PRINTING Co, 
W. D. Friemine, President-Treasurer. 


Mr. Jones. And this one from the Phillips-Lester Manufactruing 
“o., Ine., which I would also like to have inserted in the record. 

The CuarrmMan. That letter will be copied into the record at this 
point. 

(The letter above referred to is as follows:) 


BirMINGHAM, ALA., March 27, 1952 
Mr. D. Trorrer JONEs, 
Executive Vice President, Associate Industries of Alabama, 
Birmingham 8, Ala, 

Dear Mr. Jones: Thanks very much for your letter of March 25, in which you 
invite us to participate in the meeting of the Senate Small Business Committee 
at 10 a. m., Thursday, April 10. At the present time, it appears that we will not 
be able to have anyone attend the meeting since I will be out of the city on 
April 10, and our secretary-treasurer will be away on vacation. However, there 
is one point of discussion which we should like to suggest. The point we want 
discussed is: ‘‘How to get relief from excessively high taxes on income created 
by the manufacture of new complementary lines to those already in existence.”’ 
The problem is well illustrated, | think, in the paragraph below, which describes 
our Own personal experience. 

We at Phillips-Lester in 1951 earned income to the extent that we had to pay 
some $1,500 excess-profits tax. At the present time, we are contemplating the 
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manufacture of two or three new lines of merchandise, which are complementary 
to our general line of merchandise (work clothing). The manufacture of these 
new lines will not require any substantial outlay in money for capital equipment 
but will require a substantial outlay of capital for raw material, inventories 
(piece goods), and a substantial amount of money for the acquisition and training 
of new operators. We anticipate that the addition of the new lines to our mer- 
chandise should increase our sales in the neighborhood of $50,000 for the coming 
year, which additional sales should give us normally a gross profit in the neighbor- 
hood of $8,000 to $10,000. However, since we do not anticipate a material 
decline in the balance of our sales, we figure that after excess-profits taxes apply, 
we will, in all likelihood, realize approximately $1,000 net after taxes. By the 
simple process of subtracting our gross profit from our net sales, we end up with 
a figure somewhere around $40,000, which we will be required to invest in this 
business to realize a profit of $1,000. Of course, there is very little incentive 
a because we can get the same return from Government bonds at little or no 
risk. 

We should like to have it pointed out to the committee that under ordinary 
circumstances we would not hesitate one minute in manufacturing these new 
complementary lines, but at this particular time when markets are very unsteady, 
we are hesitating to invest $40,000 in any project on which the chance of return 
isso very low. It is this type thing multiplied thousands of times throughout the 
country which can have a strangling effect on any expansion in our economy and 
not merely be a retarding influence on industrial progress but will kill industrial 
progress. 

Thanks very much for including us on your mailing list. I am very sorry that 
we cannot attend your meeting, as I am sure it will be very interesting. We 
would appreciate hearing from you further. 

Yours very truly, 


Puriurps-LEsTeER MANUFACTURING Co., INC., 
Signed W. M. Given, Jr., President. 
Mr. Jones. I have been here all day and have listened to all the 
problems given, and I think we can sum it up that everyone here and 
the people throughout the Nation believe we need more economy in 


Government, and I think you Senators and you Congressmen are 

probably doing all that you can, but it looks as though you have let 
it get out of your hands and you do not seem to be able to control 
the agencies which have sprung up since the First World War. 

We know i. is hard to get rid of them. 

I am glad to hear you say that maybe we will get a $10 billion cut 
from the President’s request, but I am just wondering if the Senate 
will go along with the House. The House has probably cut them, 
and sometimes the Senate comes along and ups them. 

The CHarrMan. I believe last year it was just the reverse, Mr. 
Jones. 

Mr. Jonzs. I hope it will be the reverse this time, too. 

There are a lot of people working for the Government. I don’t 
know whether you know this, but we have 49,000 civilian employees 
here in Alabama against 17,000 State employees, and I put this into 
the record in view of the fact that you mentioned something about 
State, county, and city governments going up and, of course, with 
nationally inflated dollars, they would; and we believe you should 
turn back some of the services the Federal Government has taken 
over, turn them back to the city and State governments; and we 
believe they could do a better job, especially so since they ‘could be 
observed a lot more closely. If anything goes wrong, knock them 
over the head, and I think in that way they could do a much better job. 

The Cuarrman. Trotter, right there on that point will you give us 
an example of just what you have in mind? 

Mr. Jones. About what? 
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The CHatrMan. About what you have just said, about turning 
back these services to the State. 

Mr. Jones. Well, the welfare programs, social programs, and if 
you have not gotte n to it as yet, they have tried to get in on educa- 
tion, and a lot of jobs which I believe the local governments could 
do. We haven’t had an increase in the rate of State taxes since 1939, 
and, yet, our revenue has continued to increase because sales have 
been good. 

The CHatrMAN. Well, you have the sales tax. 

Mr. Jones. Yes; and that’s another thing which might be a good 
way to raise some revenue, if we put a tax on when we make an 
expenditure, a sort of manufacturers’ excise tax. Another thing 
which has been brought out here is that a good many businesses and 
even churches are actually in competition with business and are not 
paying taxes, and we believe it should be looked into, and that they 
should be put on an equal basis with others who are paying taxes. 
We age’ e the people who are paying taxes should be treated fairly 
by the Government in the matter of taxes with everybody, as I 
mentioned, in competition with them. 

One of our members who is not here would like to have it brought 
to your attention that not only the tax situation and problems worry 
the small-business men, but along with that all of the other things 
that do worry them, all of these controls by the various agencies, and 
Mr. Paul Jones, Dr. Meadows—not only all of those, but we have 
people who come from Washington, and it takes a Philadelphia 
lawyer to decipher what they mean and what they are talking about, 
and even when they do they don’t know or understand what all these 
regulations mean. Those are some of the things all of the people 
are worried about. 

I think, in summing all of this up, this excess-profits tax, often does 
destroy young fellows; and you will notice most of these are young 
people just starting in business, and it is hard to take when Govern- 
ment taxes imposed on these young fellows burden them to the 
extent that they lose their incentive to keep on in business. 

The CuarrmMan. I am glad you brought that out about the young 
men. 

I want to say that one of the most satisfactory hearings I think I 
ever attended was held by this committee a little over a year ago 
when it looked like the death decree had been pronounced on alumi- 
num, copper, and those things, and this committee had hearings on 
the users of scarce material, and I remember particularly in the field 
of aluminum and in the field of plastics practically every witness who 
came before us was a World War II veteran. These were two indus- 
tries which had grown up and had expanded tremendously following 
World War IT, and it was the young men who came out of World War 
II who ventured into these fields, and I got a great kick out of seeing 
these young fellows come out of World War II and take hold of these 
things, and one of the proudest accomplishments of this committee 
was that we were able to alter and change that decree, and work out 
additional allotments of these materials to these individuals, so that 
instead of having to go out of business I would say at least 90 percent 
of them were able to maintain at least a sustenance level until they got 
additional allotments, and it was highly encouraging to see how these 
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young men had gone into this new field, and entered business on a 
shoestring and have built up these businesses—— 

Voice. You have not forgotten John Hagen, have you, Senator? 

The CuarrMan. I certainly have not. 

I was going to say that this particular witness got more attention 
because of a nice little catchy phrase he let drop. He was a young 
man from Alabama, who started out with another World War II vet- 
eran, who started out working and making aluminum windows, and 
they went out and peddled them to people making buildings, and 
finally they kept on puttiag on more employees until at that particular 
time they had 200 employees working for them and they were selling 
these things over half of the United States, and I think it was a fine 
indication of how new businesses could be started by these young men 
and through their initiative and incentive, and the work of the individ- 
uals themselves who started it, to go right on with it. The business 
is still running and doing pretty well today. 

Mr. Jones. You said you hoped and believed that in approximately 
two fiscal years we might be out of this thing? 

The Cuarrman. That is correct; and I have tried to reason it out in 
this record. 

Mr. Jones. Well, I think an emergency has been created every time 
it looked like things were going to be leveled off, and I think a lot of 
the people have become—well—I mean that I think they have lost 
confidence in our leaders and that they feel somewhere down the line 
mismanagement has caused these emergencies to oceur, and I think 
they realize the President has collected more crises than any other 
President in history, and it causes the people to think about it, and 
worry, and those are the things that are worrying the people today. 

The Cnarrman. Let me say this. I don’t think it is idle talk when 
I suggested this 2-year limit. As originally planned we should reach 
the point of preparedness July 1, 1953, but there is another point, in 
order to bring the budget down to the level desired under the program 
we have, this may stretch out to a point to where we should be leveled 
out in 1954. 

We hope our program in Europe should reach its culmination by 
July of 1954; in other words, the two heavy projects should be leveled 
off by July of 1954, and furthermore it is my own opinion—and this 
might not be shared by the majority of the people but I do think the 
program can be flattened out. 

Mr. Jones. Senator Thye brought up the suggestion that a sort 
of watchdog committee was going to be set up. 

The CHarrMan. Yes. It was voted on yesterday. 

Mr. Jones. We believe it would be good money spent to get a good 
staff for that particular committee so that they can look into all these 
agencies—and naturally I know what you are up against when you 
have some witness come in from some certain agency and an appro- 
priation has been recommended by your budget committee, and if you 
have a good staff to check on it I would be glad of that and glad to see 
it happen. 

The Cuarrman. There were only eight opposition votes and Senator 
Thye and I had to leave before the vote was taken. 

Here is one thing, and I know that you appreciate it, but a lot of 
people do not. 
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With a budget of $84.5 billion, it is perfectly easy in general terms 
to refuse that budget, but actually there are millions of items in there, 
and when it goes before Congress then it immediately shows up how 
really difficult it becomes to cut this or that particular item down; 
and, as you say, it would be pretty nearly impossible, and we couldn’t 
possibly have a staff large enough to go into those things, item by item. 
It would require a terrifically large year-around staff of experts to 
give their full time to it. 

Mr. Stults, are there any questions you want to ask of Mr. Jones? 

Mr. Sruuts. Does Associated Industries of Alabama have a tax 
committee? 

Mr. Jonns. We have a public-affairs committee. 

Mr. Sruuts. I just wondered if they have made any specific recom- 
mendations or any specific tax proposals on, perhaps, the impact. of 
one sort of tax against another? 

Mr. Jones. We have in a general way endorsed the general program 
which the NAM has produced. 

The CHarrMan. Thank you very much, Trotter. I want to express 
my appreciation to all of you. 

I know these hearings have been very profitable. They have been 
to me, and I know they will be to the entire committee. 

I want to say this: Our committee fully appreciates the adverse 
effect of the present program, particularly on small business. 

We tried last year to get a better program for small business, and 
we did get a little bit in, a little improvement. 

We are not out trying tc improve the present tax program. We are 
out now trying to arm ourselves with facts from statements by the 
taxpayers themselves showing how it is working out, so that when the 
tax program comes before us—and right here I would like to state as 
I have stated before—we have very little power over there, our com- 
mittee has very little jurisdiction, nor does the Senate have, inasmuch 
as we have to wait until the House sends it over. 

Mr. Jones. Well, you can amend it after it gets to you. 

The CaarrMan,. That is correct, but, we want to be ready to present 
facts to the Finance Committee when it does come over. in order to try 
to be helpful to work out a program which will be aimed to correct the 
present adverse effects the present tax program has created on small 
business, and help small business to grow in a normal way, the way 
in which it is entitled to grow, and I want to express my appreciation 
to all of you who have been sitting here, helping us to work out these 
hearings, and assisting this committee. 


STATEMENT OF ROBERT WARNOCK, REPRESENTING WARNOCK 
FURNITURE CO., ANNISTON, ALA. 


Mr. Warnock. I think the over-all cause of alarm with us, whether 
retailer or manufacturer, is this general idea of controls, whether it be 
by taxation, OPS regulations, or whatever it is, which is a tremendous 
problem to us, because it takes up more and more of our executive 
time, time which should be devoted to other things, certainly, than 
to Government regulations. 

The Cuarrman. Iam glad you brought out this point, Mr. Warnock, 
and I might say that the letter I inserted in the record from Louie 
Reese stresses that particular point. 
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Mr. Jones. I might say that our board has gone on record that the 
whole defense operation should not be extended beyond the actual 
extent of need, need of actual raw materials, to the extent of 15 or 
20 percent, and other Federal reserve controls. 

The CHarrman. Yes; Mr. Grede, speaking before the National 
Association of Manufacturers, went on record to that effect, and he 
gave a very fine presentation. 

I know that the matter is pending now, and my own guess is that it 
will be extended, but with the assurance either written into the law, 
or impressed upon the Director of the Office of Price Stabilization, 
that controls will be suspended everywhere they can possibly be. 

As far as allocation of materials is concerned, I don’t think there is 
any question but that we can follow that program right now very well, 
but if the time ever comes when the defense program takes up a yather 
high percentage, it is the small-business man who is squeezed out 
first. 

Now, I think we should adjourn our Small Business Committee 
meeting at this time, and then we can discuss some of these other 
things. 

The meeting is adjourned. 

(Whereupon, at 4 p. m., April 10, 1952, the hearing held before the 
Subcommittee on Taxation of the Senate Select Committee on Small 
Business, was adjourned.) 
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THURSDAY, MAY 15, 1952 


Unitep States SENATE, 
SUBCOMMITTEE ON TAXATION OF THE 
SeELEcT CoMMITTEE ON SMALL BusIngss, 
Ch cago, Til. 

The subcommittee met, pursuant to notice, at 10 a.m. in the court- 
room, seventh floor, United States Custom House Building, 610 
South Canal Street, Chicago, Ill., Senator John Sparkman (chair- 
man) presiding. 

Present: Senator Sparkman. 

Also present: Walter B. Stults, assistant staff director, and Charles 
Brush, Office of Small Business, National Production Authority. 

The Cuatrman. Let the committee come to order. 

First, let me apologize for being late. I came in on an overnight 
train from Minneapolis and it was late, but I am glad to see so many 
of you here. 

I assume all of you know the purpose of this hearing. The Senate 
Small Business Committee, of which I have the honor to be chairman, 
decided some time ago that it would be a good thing to make a study 
of the tax situation, with particular reference to its impact on small 
business. 

I appointed a subcommittee, of which Senator Hendrickson, of 
New Jersey, is chairman. We have held hearings in some half dozen 
different parts of the country, such as Connecticut, New Jersey, Los 
Angeles, Minneapolis, Birmingham, and now Chicago. Later on we 
plan on holding hearings in ( ‘leveland and in the State of Texas 

We hope through this series of hearings in different parts of the 
country to get the stories of small-business men themselves giving us 
their experiences with the tax situation as it prevails today. 

Next year, or the following year, we shall almost certainly have a 
tax revision measure in the Congress. We hope to be prepared when 
that time comes to present some recommendations to the appropriate 
taxing committees of the two Houses of Congress, and it is our purpose 
to use the information that we are able to get in these several hearings 
throughout the country as a background or as a basis for the recom- 
mendations that we shall make to those committees. 

I am very glad to be here in Chicago today, and I welcome the 
presentations ° vou will make to our committee. 

Our first witness will be Mr. D. G. Williamson. Will you come 
around here, please, Mr. Williamson. Just have a seat. Take one 
of those chairs there. 

Before we start, may I make this suggestion? We have 20 witnesses, 
and I want to assure you that I want everyone to have plenty of 
opportunity to get his story properly told, but I do hope that you 
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will condense it as much as possible in order that we may not have 
our hearings too greatly prolonged this afternoon. 
Mr. Williamson, you just sit right where you are there, sir. 


STATEMENT OF DONALD G. WILLIAMSON, REPRESENTING 
WILLIAMSON ADHESIVES, INC., CHICAGO, ILL. 


The CuarrmMan. Now, will you give us your name, your business 
connection, and your address for the sake of the record, and then 
you just proceed in your own way. 

Mr. Wituramson. My name is Donald G. Williamson. I am 
president of Williamson Adhesives, Inc., located at 2327 West 
Eighteenth Street, Chicago, IIl. 

So that there will be no confusion in your mind, Senator, as to 
whether or not we actually represent a small business, I will state 
that we have fewer than 20 employees, and we operate out of a plant 
of about 6,500 square feet. We manufacture liquid industrial 
adhesives used primarily in the packing and paper-converting industry. 

I would also like to make the comment that, as a small business 
we are very definitely dependent upon big business, both as suppliers 
of our raw materials and as customers of our end products, and, as a 
result, we certainly are interested in their welfare just as much as we 
are interested in the welfare of small business itself. 

Because I happen to be active in several organizations connected 
with small business and secretary of the Conference of American 
Small Business Organizations, where you spoke a few weeks back, 
Senator, I am very much interested in the problem of small business, 
as such. 

I would like to show you today—and without being a tax expert, 
and without being a lawyer or an accountant, but just as a business- 
man trying to manufacture adhesives—what I see the present tax 
structure is doing to small business and what you have confronting 
you. 


Why business can’t grow.—A small business in the United States of America 


EXAMPLE 1 








UN UI icc tnieal & cans uta ccatgie eet bid ult sik Mm bie temeebtnn wi abeneed $250, 000 
If taxable income, is 10 percent of sales_._..........--------- seen 25, 000 
Corporate ineime tax; Do peroens. oo eo lu ce ee cc su dcice 7, 500 
Net income for dividends and expansion.__...........---------.--- 17, 500 
EXAMPLE 2 
500 saturn enlesinwente. 2) oe as See ee $250, 000 
If added taxable income is 10 percent.__..............-..-..-+----.- 25, 000 
Corporate income tax: Percent 
I er 30 
NN oy oa acme ai ea Wh oe Eacek saan esate. SNES 22 
PeaOpee-amOmUs CR a ci dacvbasecast coda pandeeoss 30 
TIN a a et ee wets iets aimee eer 20, 500 
Net income for dividends and expansion.__..........-------- 4, 500 


I would like to take several assumptions. First of all, let’s assume 
that this small business in this country is doing an annual sales volume 
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of a quarter of a million dollars, aad let us assume that that corpora- 
tion is capable of earning 10 percent profit on its sales, before taxes, 
That gives us a figure of $25,000. 

That corporation would then pay a tax of 30 percent on the $25,000, 
leaving $7,500 in taxes. The result is that the corporation then has a 
net income for dividends and expansion of the business of $17,500. 

Actually, in the light of the next graph, that is not too desperate a 
situation, and | think that I can say that small business has an edge 
over big business at that stage of the game. 

But then let us see what happens if that corporation is capable of 
expanding its business 100 percent, and let’s see what happens with 
the next quarter of a million dollars of sales, as I see the picture from 
the tax laws as they exist. 

Again we assume that the corporation is capable of making 10 
percent profit on the next $250,000 worth of sales—there you have a 
figure of $25,000, but against that you have a corporate income tax, 
normal tax of 30 percent, a surtax of 22 percent, and an ¢ xcess-profits 
tax of 30 percent, making a total tax of 82 percent on that $25,000, 
leaving a tax of $20,500, which leaves $4,500 in the business to cover 
dividends, to cover the expansion of the business, to cover the inven- 
tories needed to carry that quarter of a million dollar investment in 
equipment, accounts receivable, and so forth; and I contend that it 
cannot be done. 

To me that is the real problem that confronts industry, large and 
small, today, and all the other problems that are related to the question 
of taxes in small business to me are secondary to the basic fact that the 

tax burden, once you get beyond a certain point, is so great that it is 
impossible for a corporation to grow, 

Now, if you have any eee you would like to ask of me, I will 
be glad to answer them, but that is the picture as I see it as a ‘small- 
business man today. 

The CuatrMan. Well, I have just this question, This sec ‘ond chart, 
this last chart, represents the second $25,000 of earnings? 

Mr. Wiuiramson. That is right. 

The CuairnMan. In other words, then, on the total the company 
would have as profit $4,500 plus $17,500, or in other words $22,000 
out of $50,000. 

Mr. Wittiamson. And I would say that is the basic confusion that 
exists in the country, that people tend to lump those two sums together 
and then average it. But actually you are saying we have a chance of 
getting another quarter of a million dollars worth of business. What 
can we possibly make on that business? You have already made that 

first amount, and this one is to determine for you whether or not you 
will go further, and the return just is not there to warrant it. 

The Cuarrman. I realize fully what you say, but I say for the record 
that it ought to appear that that figure of $4,500 is the net on the 
second $25,000. 

Mr. Wixiiamson. Yes, with $250,000 worth of sales, you end up 
with $4,500, or 1.8 percent on the volume of business, and you cannot 
grow and you cannot attract capital, and you cannot justify an invest- 
ment in equipment when you are confronted with that sort of situation. 

The CuarrMAN. I am in complete accord with the argument you 
present. 

Mr. WituraMson. All right, fine. 
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The CuarrMan. But at the same time I think we ought to make 
the record absolutely clear that out of an earnings of $50,000, that is, 
taxable income, you would have $22,000 for distribution and to plow 
back into the business. It is not enough, I realize that, but I would 
like to point out that it was largely through the intervention of this 
committee that the small businesses of $2 5,000 and less taxable income 
got as good a break as it did. 

The question is, then, Were the straps that were put on above that 
too tight? 

I think I can say for my part I feel very definitely that they were, 
and that revisions are needed. 

By the way, Mr. Williamson, let me just comment on one statement 
you made, and that is your dependence, or shall I say the interde- 
pendence of a typical small-business firm such as you describe on big 
business from whom you get your raw materials and to whom you sell 
your finished product. 

I am very glad that you made that point, and I want to say to you 
that our committee rec ognizes that fully, and because we are making 
these studies as to how the tax burden affects small business, that 
does not mean that we do not feel that big business, perhaps, may be 
adversely affected, too. 

Certainly we are not against big business. We do recognize the 
fact that big business, and particularly an old business that has a 
long-established business, and a broad base upon which to operate, 
perhaps does not feel the cramp quite as much as a small business 
such as you have described here; isn’t that right? 

Mr. WiittamMson. I would make this general comment: If the 
rules of the game are such that they are not going to bring about the 
results that are desired by the people making the rules, then I think 
there is something wrong with the rules, and if you have got laws 
which will adversely affect large corporations, it will be felt through- 
out the entire community and the entire industrial area. You cannot 
have prosperous small business without prosperous big business, nor 
can you have prosperous big business without prosperous small 
business; and, in essence, that is felt more drastically by the small 
fellow because with just a slight movement he is confronted with an 
impossible block, whereas a larger corporation has more maneuverings 
that it can do. 

Basically, that is the problem. All of the other problems, such as 
the problem of double taxation on dividends, and the problem of 
large corporations buying out small companies because the widow 
would not be able to carry on the business, all of those things basically 
come back to the point that small business cannot be as profitable as 
it has to be in order to go ahead in our present economy. That is 
what we have got confronting us. 

T feel it is a very serious situation, and anything that you can do 
or anyone else in Washington can do certainly will be all to the good, 
and I am certainly delighted that I had a chance to come down and 
talk to you about it. 

The CuarrmMan. Well, just looking at your chart, suppose you had 
to rewrite the tax bill, and yet had the job of raising the tremendous 
revenues that we are confronted with raising, what would you do? 

Mr. Wituramson. Senator, I have an entirely different approach 
to the problem than vou would have, because I am in business, and 
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when I am in business I don’t decide what I would like, but I decide 
what I can afford, and I am saying to you that you cannot afford that 
which you are taking, and the result is in the long run you will get 
less, and as long as you have taxation this severe you are going to 
go backward toward getting what you really want. 

But when you are trying to get money where it is not going to be, 
regardless of how badly we want to take care of the rest of the world, 
we have to carry on the billions of dollars that we are spending in 
Federal Government, it cannot be done if the money is not there: 
and I am saying that the money is not there. ; 

I say that it should be approached from how you fit the expenditures 
that you need to do with the money that vou can get, and not the 
other way around. That is the way you run a business, so my mind 
is bound to think in those terms. i 

The Cuairman. Well, how would you start operating on that pro- 
gram that you have outlined there? 

Mr. W ILLIAMSON. You mean how far would I go down? 

The CHairMANn. Which one would you hit first in making a change? 

Mr. Wiuuramson. I don’t believe there is any question but that 
what vou call an excess-profits tax is, in essence, saving that, “If you 
are successful, we are going to take it away from you.”’ 

Now. | would like to beg off on getting Loo far into t he lecal aspect 
of it. Iam just one of the boys who is playing the sone and here 
are the rules, and I am trying to show you how they affect me as a 
small-business man. 

| have seen your book with hundreds and hundreds of pages of 
detailed analyses about how the tax was arrived at, and so on, and 
frankly | don’t know anything about that, where you would cut, 
what you would do. But I would say as a generalization that your 
excess-profits tax should be eliminated, and then whether or not the 
corporation should bear the burden of a 52-percent tax, when they 
get beyond a certain point, in my opinion is subject to question. 

I am not an expert on it, however, and I do not want to make the 
rules. I will leave that to you. 

The Cuarrman. All right, Mr. Williamson. 

Mr. Stults may want to ask you some questions. 

Mr. Winuramson. All right. 

Mr. Sruurs. I was just going to point out that, while this is an 
oversimplified form, Mr. Williamson has not taken an extreme case. 
Your over-all tax bere is 56 percent—and I am told that it is effec- 
tive up to 69 percent. We have had witnesses who have testified 
that 69 percent of their income is tax—so you could add this up to 
another $250,000 and still have taken away from you 82 percent. 

Mr. Wituiamson. I am glad that this confusion exists in your 
mind, because if it does, maybe I can serve to be of some value to 
you in pointing out that your reasoning is fallacious— 

Mr. Sruuts. Well, no—let me say this, that I agree that this 
$4,500 is all you have left, and if you were to have a third increment 
of $250, 000 in sales, that would leave you only another $4,500. 

fr. WinuiaAMson. Actually, if my interpretation of the law is cor- 
mek, it is somewhat better, because you have a limiting factor of 
18 percent or something, but just assume your corporation is here 
[indicating], and it has its funds operating effectively, then it has to 
decide whether or not it is going to get another quarter of a million 
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dollars worth of business. What incentive is being offered to do it? 
They have already got this [indicating]. Are they going to work hard, 
and are they going to risk capital, are they going to take chances for 
this small amount of gain? They are not. This has nothing to do 
with it, because this he has already got [indicating]. Now, is he going 
to go after more? ‘The answer is ‘‘No,’”’ not when you have got such 
a low point of return. 

The fact that the aggregate does not look as bad as it does there, 
the person who has already made the $17,500 is not going to say that 
the total is going to be so much, hence we will go after it. All he 
would be going ‘after would be $4,500 now, and you cannot run a 
quarter of a million dollars worth of business with that kind of earn- 
ings. It just cannot be done. 

The CHarrMAN. I might say that we have sitting in with us this 
morning also Mr. Charles Brush of the Department of Commerce. 
Mr. Brush, do you have any questions to ask? 

Mr. Brusu. I was interested in Mr. Williamson’s emphasis which 
he placed upon the taxation of the increment. The question is one 
that has puzzled us, and it was a thing that puzzled us in the tax 
revision of 1950. You will remember we did away with the increment 
between $25,000 and $50,000, and I think Senator Sparkman worked 
very hard on that. We seem to have restored it in part by the credit 
of $25,000 on the EPT. Do you feel that that $25,000 exemption of 
the surtax and the $25,000 EPT credit are too low for a small company 

your size? Speaking in terms of your own size, where would you set 
that where you started to graduate your taxes much more steeply? 

Mr. Witttamson. I think that, if I were doing 10 times the volume 
of business I am doing at the present time, I w ould probably want it 
raised 10 times as high, and I think that is the answer you are going to 
get; it is going to vary with whatever the particular situation is. 

Whenever you say, “Here is a ceiling beyond which you cannot go,’ 
anyone who is approaching that ceiling wants it raised, and I pa t 
think there is a ready answer to that. Actually, as I said in the 
beginning, small business has an advantage over large corporations, 
in that they definitely pay a lower tax, but you are saying, “‘ You can 
go into business, but you can only get so big, and beyond that you 
are not to grow.” 

I do not think that that fundamental thought is sound. I think 
there should constantly be the incentive that you can get into business 
and that you can make that business grow, depe nding t upon the ability 
of yourself, your organization, your product, your merchandising 
ability, and so on. At the present time you are ignoring that and 
saying, ‘‘You cannot grow.” That is the thing that I feel is bad. 
Whether you put it at $25,000, or whether you put it at $50,000, 
whenever you put a ceiling which makes jumping through it so very 
severe you are going to make a very definite limiting factor on how far 
a person is going to feel he wants to go. 

Mr. Brusu. Well, actually the law did favor from that first bracket 
up to $100,000 or $200,000, and when you worked out a new com- 
parison with the higher brackets, were you thinking more in terms of a 
flat tax applicable to all size corporations, or would you think in terms 
still of some beneficial preferential taxation? 

Mr. Wixuramson. I think if you get into a question about adhesives 
that I would be much better prepared to answer it than when we try 
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to get into where we can go. I am trying to show you what you 
have created, and not, in turn, trying to tell the Senator nor anyone 
else how it should be worked out so that it would be equitable to all. 
I say there is definitely a ceiling on where a corporation can go under 
the present structure, and I say that is bad. I say that the laws 
should be written to encourage businesses to grow, and not to penalize 
them for trying to do that, and the present laws do penalize them. 

I have not studied the number of small businesses, their earning 
powers, and all of the factors that go along with it, so anything that 
[ would comment on would merely be a guess or an assumption on 
my part, it would not be based upon a study. 

The Cuarrman. Thank you very much, Mr. Williamson. 

Mr. Wituiamson. Thank you, sir. 

The CuHarrman. Mr. Conrad, will you come forward and have a 
seat, please. 


STATEMENT OF JOHN R. CONRAD, VICE PRESIDENT, S. & C. 
ELECTRIC CO., CHICAGO, ILL. 


The CuHarrMAN. Give us your name, your business connection and 
address for the record, please. 

Mr. Conran. My name is John Conrad. I am vice president and 
treasurer of the S. & C. Electric Co. of Chicago, Ill. My company 
may be considered to be on the border line between a small company 
and a large company, but I still feel that it is probably very much 
identical to what Mr. Williamson just testified to, and, as a matter 
of fact, it may offer a fine illustration of what the problem is as it 
gets up a little bit higher in the tax bracket. 

The Cuarrman. May I ask you this, What is the nature of your 
business; what is its product? 

Mr. Conrap. My company is the manufacturer of high voltage 
protective and interrupting equipment. 

We specifically manufacture power fuses and interrupter switches. 

Our customers are principally public utilities, private and Govern- 
ment-owned, both, and large industrials. 

The Cuairnman. How many employees do you have? 

Mr. Conrap. We have 400 people, and our sales today are approxi- 
mately $6,000,000 a year. In terms of small business, that may not 
meet that category in certain industries, but we are technically con- 
sidered a sms all” company in our industry. In our industry our chief 
competitors are General Electric and Westinghouse, and to a lesser 
extent Allis-Chalmers. 

The minor competitors are a series of small independents, each 
having about the same size plant as ours. 

Now, what I would like to present here is the impact of taxes on 
our company and our company’s growth. Then I would like to show 
what taxes have done to our industry, and what they are doing to our 
industry. Then I would like to offer my personal opinion as to what 
it is doing to the spiritual and moral fiber of the people of this country, 
as well as to the standard of living of this country. 

Going back to the experience of our particular company, I would 
like to point out that it is a family owned company, and that the 
stock of the company is held by three stockholders, one of whom has 
95 percent. The company has been in existence since 1911. 
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Since 1931 the company has not paid a single dividend. Every 
penny the company has made has been plowed back into the company, 
either from the point of view of handling development work in order 
to maintain its position in the industry, or to handle expansion, as 
expansion came after the war, as the result of some very definitely new 
products from the industry. 

From 1945 to 1951, the company expanded six times. From 1945 
to 1949, the company’s expansion was about two times. That entire 
expansion was financed by the retaining of earnings, and there were 
ample earnings to be retained under those circumstances. 

The tax rate, while high, definitely permitted enough money to be 
retained for the purpose of expansion, but they did prohibit any 
dividend payments. 

In 1950—and what I would like to show here is what has happened 
to us from 1950 to 1951, particularly in 1951 since the incidence of 
excess-profits taxes. 

Now, dealing in percentages here to start with, I might mention that 
in 1950 our annual sales were $3,300,000. In 1951 our annual sales 
were $5,000,000. And in 1952 they will be $6,000,000. 

The actual sales increase of 1951 over 1950 was 50 percent. Our 
average receivables increased in 1951 over 1950, 85 percent. That is 
the average receivables. 

The actual receivables increased during that year from the beginning 
of 1950 to the end of 1951—in other words, over a period of 2 years, the 
receivables increased 200 percent, that is, our accounts receivable. 

The average inventory over those 2 years increased 60 percent. 
The actual inventory over the 2-year span actually increased 107 
percent, or, in other words, more than double. 

Now, during that same time—or to put it in other words—that in- 
crease in receivables and inv entory alone was 2% times the profit of 
1951 after taxes, and that was pot taking into account any need for 
additional funds for capital expansion. 

The capital expansion that took place in 1951 was two-thirds ac- 
counted for—I mean, the capital expansion that took place in 195! 
accounted for two-thirds of the profits after taxes in 1951. In other 
words, there was only one-third left over in profits after taxes, for, 
shall we say, taking care of the expansion in receivables and inven- 
tories which in themselves were 2% times the profits after taxes. 

In 1950 our increase in assets amounted to approximately two times 
the profits in 1951, and they were approximately three times the profits 
in 1950 after taxes. 

Therefore, at the end of 1951 we were short after taxes—in othe: 
words, we were short of working funds for expansion of inventor) 
expansion of receivables, and expansion of fixed assets, and we were 
short in funds approximately three times profits after taxes. 

The only recourse that we had under those circumstances, since we 
had proceeded with our expansion, was to borrow the money. Now, 
this money that we borrowed, it took us approximately 9 months to 
borrow it. We could not get additional funds from the equit) 
holders. They themselves were concerned as to the estate taxes that 
would have to be paid. They, as a matter of fact, were getting no 
dividends from the company since 1931, so they had no recourse to 
plow money in that way, and secondly, they had to conserve ever) 
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asset in the estate to pay for the inheritance taxes, whenever they came 
due. 

So we either had to sell it to equity—we had to sell equity or sell 
bonds. We did not want to sell more equity and dilute our control, 
because we were concerned about that, at the time the estate taxes 
came due. The alternative, therefore, was to borrow in the form of 
long-term notes. 

We looked for about 9 months, and we could not get any insurance 
companies interested. Our business was too small for this industry. 
Our competition is too dominant, such as General Electric and West- 
inghouse, with their elaborate research facilities. The feeling was 
that it was not a good risk, and to a certain extent they were justified 
by the fact that earnings in the thirties and early forties were not good, 
when the company was under previous control. 

The only recourse that I could follow, therefore, was to go to some 
of our actual customers and borrow from the m, under their pension 

trusts, and by doing so, that gave us sufficient, you might say, support 
and backing for some of the insurance companies to come in ‘and pro- 
vide the additional remaining capital that we needed. 

Now, what we borrowed was all that we could borrow under a long- 
term debt basis, and every bit of those proceeds had gone to paying 
taxes which came due on the 15th of March this year, or in restoring 
proper working capital ratios. 

Today, because of this circumstance, we have had to freeze all 
further expansion, we have had to prohibit it completely. We bor- 
rowed everything that we could, and we have to stop our expansion 
program as of now, because we have overextended ourselves. 

We have gotten back to a proper working capital ratio, and to 
proper operating ratios, but we are stopped and probably will be 
stopped for a period of 2 2 or 3 years until we can accumulate enough 
after taxes to retire some of our long-term debt. 

This not only stopped our growth, but we have a situation up in 
Canada, where we have a licensee. In 1949 that business ran about 

$200,000 a year; in 1950 it went to about $300,000 a year; and in 
1951 it ine reased to $1,000,000 a year. The royalties on that busi- 
ness amounted to $18,000 in 1949; $22,000 in 1950; and $47,000 in 
1951. 

Now, these are royalties on the products that are manufactured in 
Canada under license from us. 

In those sales figures I gave you are also products which we manu- 
factured in the States and shipped to Canada through this corpora- 
tion, so some of these royalties show only part of our profits, and the 
other part of our profit is in our own operating statement. 

The Canadian tax on royalties in 1949 was $2,800. In 1950 it 
was $3,300. In 1951 it was $7,000. 

The United States income and excess profits taxes on those royal- 
ties were as follows, after allowance for the Canadian income tax. 

Four thousand and two hundred dollars in 1949. 

Five thousand and nine hundred dollars in 1950. 

And $37,000 in 1951. 

In other words, the net income from our Canadian operation, after 
all taxes, in 1941 was $11,000; in 1950 it was $12,000; and in 1951 it 


was $2,700, after we had gone from $300,000 in 1950 to $1,000,000 in 
1951. 
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In other words, our royalties after taxes in 1951 were—let us put 
it this way: our taxes were roughly 48 percent of our royalties, or 
our royalty income, and our taxes on our royalties amounted to 40 
percent of the royalty income in 1949. It amounted to 42 percent— 
I beg your pardon, ths at was in 1938, and the taxes were 42 percent 
of our royalty income in 1950, and in 1951 our taxes amounted to 
roughly 94 percent of our royalty income. 

Now, that may be rather astonishing, but what I am assuming is 
this, that this royalty income comes off of our top bracket of income. 
In other words, it is subject to the excess profits tax which we prese *ntly 
find ourselves with, at 69 percent. And I also have loaded that thing 
by $6,000 of extra taxes by virtue of the fact that the royalty income 
in 1950 consumed $22,000 of our carry-over of excess profits tax 
credit into 1950. 

If I took the $6,000 out, our total income, after taxes, in 1951 
would have been roughly $8,000—our income after taxes would have 
been $8,000 instead of $2,700. 

Now, those are the facts about our Canadian operation. Obviously 
it is a situation that is completely deplorable, and the irony of it is 
that we have had to spend in our own operation in the States about 
1 month out of 12 months’ effort on the part of all of our top executives 
to accelerate our sales in Canada during the last year. In other 
words, for $2,700, for all the effort we put in this year, all we got in 
return was $2,700, so far as the company is concerned. 

Now, the third impact of taxes is this, that it completely stops the 
mechanization in our company. We no longer can introduce any 
new labor-saving devices. The first reason we cannot do that is that 
all additional capital we have, we have to put into the company, and 
it has to go into expansion, if we are going to stay in the market. 
But the second reason is that it is not economically sound to make 
any improvements in mechanization and introduce any labor-saving 
devices. 

For example, the Warner & Swasey people ‘ame out with auto- 
matic chucking machines about 3 years ago. Ths at is a machine that 
is completely automatic for turning out smali and large parts on an 
automatic basis. In other words, in the turning operation of metal 
working, the simplest type of machine is a lathe. The next in order 
of complexity or labor saving is the turret lathe. Beyond that is 
the automatic screw machine, but the automatic screw machine works 
on the principle of having long rods with which to turn small parts. 

The chucking machine is taking a small part, putting in a chuck, 
and turning it out automatically, all operations from one operation 
to the other being an automatic function. 

The economics of these chucking machines are this, that two 
machines can replace four turret lathe operators, or, to put it in 
other words, with the chucking machine—one operator can replace 
four operators. 

Now, going on further, the economics are this, that you are saving 
three operators, and you are saving $9,000 a year, approximately. 
In order to save that $9,000 a year you have to spend $40,000 on those 
machines, for two of them for an operator. Assuming that the 
entire savings that you make is not subject to taxes you could pay 
for those machines in 3% years, and that would be considered, if 
there were plenty of capital, a sound investment today, but because 
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those savings have to be translated into profits, and, therefore, are 
subject to tax, and the proceeds left after the taxes are what you 
have to use to buy the machines with. Because they are capital 
items, they cannot be charged to expenses, and it will take us 14 
years to pay for those mac shines. 

By that time they will be worn out. We cannot move there, so 
long as we remain in this excess profits tax bracket. 

Now, coming back to this growth problem we found ourselves in, 
looking back at the operation 1951 over 1950, we found that if we did 
not have a growth problem we would have been confronted with a 
financial problem anyway, for here is what would have happened: 

If we had assumed that our sales in 1951 were the same as in 1950, 
in other words, about $3,300,000, our receivables would have gone up 
$52,000, on the basis that we found the people were paying slower in 
1951 than in 1950. In other words, they went from a 24-day average 
to a 31-day average, so we would have needed $52,000 additional in 
receivables. 

Our inventory would have increased another $243,000, although the 
physical volume would have remained the same, the inventory would 
have gone up because of difficult procurement situations, it would 
have gone up also due to the fact that you had about a 20-percent 
increase in the price level. 

Now, those two increases alone would have been approximately 
about 1 times the net profits in 1951 after taxes. In other words, 
we would have had to have gone out and borrowed in 1951, if we did 
not have sufficient funds in the company for this need; we would have 
had to have gone out and borrowed ee just to maintain the same 
operation in 1951 over 1950, simply because of taxes. 

So, in other words, we not only were technically unable to expand 
in 1951, not only in 1951 would we have had to borrow to e xpand, but 
we would have had to borrow in order to maintain our position. 

Now, that is what it has done to the company itself, frozen further 
expansion, and it has stopped all further mechanization and improve- 
ments in operations. 

What has it done to the industry? Well, here is what it is doing to 
the industry. 

First let us look at it from the point of view of what we can do for 
the industry. We manufacture these power fuses and these interrup- 
ter switches. They are a highly technical product. They take a lot 
of know-how and development; and they are protected by very elabo- 
rate patent structures. They offer a substitute for what we know in 
high voltage power distribution and transmission; they offer a substi- 
tute for circuit breakers; and those devices are manufactured by Gen- 
eral Electric and Westinghouse, and they cost about two to three times 
the price of an interrupter switch and power fuse. 

Westinghouse and General Electric do not see fit to make power 
fuses and interrupter switches. They prefer the circuit breakers, 
and, therefore, if industry is to have a cheaper device, it is up to a con- 
cern like ours to manufacture it. That is our competition, and our 
contribution is to make those devices more mature, more satisfactory 
in their operation, in order to make a good substitute for a circuit 
breaker. 

Now, to the extent that we have to stop development in those items 
and decline the business, the industry suffers, because the user has to 
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resort to a more expensive type of equipment. To give you an ex- 
ample of the pertinency of this point, the Atomic Energy Commission, 
for example, takes 10 percent of our output today. They will have to 
be denied a certain amount of equipment if we cannot expand. Large 
industrials serving the various military agencies are confronted with 
the same problem, and one of the reasons the people have been going 
to our device for a substitute is that their deliveries have been shorter. 
Breakers, or deliveries on breakers run today about 70 weeks. They 
are the hardest thing to get in this country. Our item runs 6 months 
delivery, and now they ‘will be up to a year or 2 years, because we 
cannot expand, and the industry suffers if it is denied this particular 
device. 

The second thing it has done to the industry is this, that it has 
created larger companies all the time. Where we have set up anti- 
trust legislation to stop mergers, and stop consolidation, through our 
tax structure ave are forcing it. . our industry we have had six 
mergers in 4 years. In the last 2 years we have had four mergers, 
and those mergers have created ee corporations. 

As a matter of fact, what our industry will develop into at the 
present rate of progress will be this, that instead of having three big 
companies—Allis-Chalmers, General Ele sctric, and Westinghouse— 
and a series of independents consisting of about eight or nine, we will 
end up in another 10 years, at the rate that things are going, with 
about five big companies, and with the little ones gone. 

Of course, ‘the little ones are all merging because they are family- 
owned or if not family-owned their stock is relatively limited in dis- 
tribution, and the holders are being forced to sell for inheritance-tax 
reasons. 

Now, there are other companies in the industry that have a similar 
position to ours, a specialty product that can expand. They cannot 
expand for the very reasons that we cannot, and they cannot expand 
sometimes because one of their stockholders is deceased and the 
estate is up for tax review and they have to reserve every penny they 
can until that is settled. And yet the industry is stymied. 

As late as 2 weeks ago one of the officials of the National Production 
Authority asked me if ‘I would not intervene with one of our independ- 
ents and see if he would not expand, that he did not know how the 
power industry would meet its obligations if they could not expand. 

Now, this fellow cannot expand because he is caught by the same 
tax matters that we are, and in addition he is caught by the inheritance- 
tax problem. 

Now, what I have presented here is a problem of our particular 
company and a problem of the industry. In other words, not only can 
our company not expand, but industry cannot benefit from our ex- 
pansion or improvement in our product. That, of course, in turn, 
affects the basic standard of living of our country, but it affects it not 
only in that limited sense, but what disturbs me is that the savings 
function is stymied by these taxes. 

What I have presented ° here is this: There is a savings function 
needed in order to permit business to expand and in order to permit 
business to introduce improved methods, because both expansion and 
improvements, or improved methods, have to be financed as a capital 
expenditure, and that can only be provided by profits after taxes, or 
by pumping money into the corporation from outside sources. So 
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whut we are doing is killing the savings function by taxes and not 
substituting anything in its stead. 

Now, the only natural thing to substitute in its stead is for the 
Government to finance business expansion, for the Government to 
set up loans to companies through the Reconstruction Finance Corpo- 
ration, for the Government to actually own industry. That can be 
done if we want to accept that as part of our economic and social 
principles, but, with our concept of today, the concept of free enter- 
prise and private ownership, the only way you can get funds for ex- 
pansion and to get funds to devote to new products and development 
is through savings. ‘Taxes, or high taxes, presuppose that there are 
not to be any savings, that they are bad. 

So I submit the fact that if this situation continues, from the pure 
standard-of-living point of view, not only will the situation happen as 
has happened to our company and our industry, but it will be progres- 
sive through the whole economy, and in 20 years we will be in the same 
position that Great Britain is in today. 

Now, going back to the individual element, 1 think you gentlemen 
will have to confess that we have two thingahere that are bad. One 
is the matter of incentive. What incentive is there in the picture 
that I have presented here? There is not one bit of incentive. Asa 
matter of fact, it is just the reverse type of action on an individual. 
It is one of pure frustration. 

This, in one sense, is a record of accomplishment, I feel. It shows 
that through diligence and work and ingenuity we have been able to 
bring a company up six times in 5 years. And this is our reward: 
just as we get the ball rolling, we are stopped, and we are stopped cold 
in our tracks. 

A lot of men go on just from the standpoint of professional spirit, 
and not the financial interest. JI am not saying that you have to have 
a financial incentive in order to keep men working. But they do have 
to be able to build, and taxes are keeping men from building. We 
are not even talking about lining our pockets with money, and that is 
supposed to be important too. I am not even offering that in the case 
here. But that is only one facet of the situation. 

The other facet of the situation is moral corruption. 

This thing is filled with all sorts of possibilities, shall we say, of tax 
avoidance and tax evasion. It encourages individuals like myself 
maybe to “fudge” just a little on what is considered personal expenses. 
It can go further, it encourages an individual like myself to carry out 
a lot of hobbies on the side, charging it to expense, ostensibly—and it 
ean be done. What holds you from doing it? It is just the way we 
are brought up. But you can only stand so much of it, and then you 
weaken, and then that very weakening causes another weakening, 
and it can become progressive, and in a matter of 10 or 15 years the 
individual can change completely. 

We have a very clean record on this matter of personal expenses, 
and the reason we hold it that way is because we feel that if we 
“fudge” a little bit, we will go to the point where a lot of people are 
going today; you open the door, and then where you stop no one knows. 

But let us take the Canadian operation, for example. With that 
situation being what it is, we should retain those funds up in Canada. 
We could not get them, because we are only getting $2,700 back on 
the million dollars’ worth of business. Now, if we were to keep those 
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funds up there you could invest them, but you could not get the money 
back in the form of income anyway, without having it taxed to death. 
So it is very tempting to set up a personal hunting lodge up there and 
spend your idle time up there. As a matter of fact, why not spend 
6 months out of the year up there. You would have a perfect ration- 
alization for that type of behavior. That is just one side of what you 
can do to the integrity of the individual. 

You can cause corruption, too, because every time you have a 
situation like this there is always the temptation to go to some Federal 
official in order to “have it fixed.” I don’t mean that I would ever 
reduce myself to it, but I am submitting the point that some indi- 
viduals will, and when they see a situation like this it almost looks 
morally right, because you feel that you were diligent, you tried hard, 
and this is your reward, not in terms necessarily of financially lining 
your pockets, but rather from the point of view that you cannot even 
build, if that is your enjoyment, because you are stymied. 

I feel that, when you start legislating something that goes contrary 
to what is considered to be the right thing for an individual, you 
encourage him to find «él sorts of means and ways of getting around 
that legislation, which means in a way, if not corrupting himself, at 
least jeopardizing his integrity. 

The root of what we see today and what we hear today in the press 
and the papers, is basically something like this: 

We started, 20 or 30 years ago, this business of, shall we say, ignoring 
principles by regulating against liquor. Since so many people were 
still for it you could not stop them from drinking, so the ‘vy got used to 
disobeying that law. And now we have the tax matter. If I were not 
personally concerned about what it would do to me as an individual 
I would certainly take measures here to, shall we say, see that taxes 
were at least avoided to the fullest extent possible. And, if you don’t 
get into the matter of moral degradation or corruption, you get into 
an upside-down set of economics. 

There is no reason in this picture here why we should not have 
elaborate expenditures for certain frills, why we should not entertain 
lavishly our customers, why we should not go ahead and put expendi- 
tures into developments that are just purely, shall we say, of an 
ethereal nature, that there is a long-shot possibility only of their 
succeeding, but since they cost practically nothing, due to the tax 
structure, you might as well do it. 

You cannot expand with your existing product, so you go into 
frills or ventures just for the sport of it. You have situations like 
this, where you find ads in the paper about a million-dollar corporation 
that sustained a $200,000 loss, therefore it is an ideal corporation to 
buy in order to compensate your large earnings against this corpo- 
ration’s losses. 

You might say that actually there you have a reward for poor 
management. 

Now I, perhaps, have taken a little too much time from a personal 
point of view, but I could not help feel but that some generalization 
was in order from the point of view of showing the impact these facts 
have on me personally. 

The CHaArRMAN. Well, we are very glad to have had your story, 
Mr. Conrad. 

Mr. Stults, do you have any questions? 
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Mr. Sruurs. No questions. 

The CHAIRMAN. Mr. Brush? 

Mr. Brusu. No questions. 

The CuarrmMan. Let me see if I understood you correctly just on 
one point: From 1941 to 1945 you said you increased six times? 

Mr. Conran. No; from 1945 to 1951 we increased six times. 

The CuHarrmMan. Then there was some other period of time in 
which you said you doubled? 

Mr. Conrapv. We doubled from 1945 to 1949. In other words, we 
had a terrific expansion from 1949 on. 

The CHarrMAN. From 1949 to 1951——— 

Mr. Conrap. From 1945 to 1951 it was six times. 

The Cuarrman. I see. 

Mr. Conrap. Yes. In other words, my point was that from 1945 
to 1949 we expanded with our own funds, and we did it without any 
undue strain, and of course we had nothing left for the stockholders, 
but they did not mind because they were in the 90-percent bracket 
anyway. 

The Cuarrman. But the fact is that from 1945 to 1949 you ex- 
panded about two times. 

Mr. Conran. That.is right. 

The CuarrMan. And from 1945 to 1951 you expanded six times. 

Mr. Conran. That is right. 

The CHartrman,. All right Thank you very much, Mr. Conrad. 

Mr. Conran. Thank you. 

The CuarrmMan. The next one on our list of witnesses will be Mr. 
George F. Newman. Will you come forward, Mr. Newman? Weare 
glad to have you with us. 


STATEMENT OF GEORGE F. NEWMAN, REPRESENTING VIKING 
PUMP CO., CEDAR FALLS, IOWA 


The CHatrMan. Now, will you just give your name, your address, 
and your business connection for the record? 

Mr. Newman. Yes. Iam George F. Newman, and I am the treas- 
urer of the Viking Pump Co. of Cedar Falls, Lowa. 

My company manufactures rotary pumps, pumps used in many 
industrial plants in this country. Our principal customer is the oil 
industry, but we sell in substantial volume for us to many classifica- 
tions of industry in America. We sell to major soap companies, the 
packers, the railroads, the dairy and food industries, the chemical 
industry, and many, many others. 

We are a comparatively small company, as American industry 
goes. Our annual sales today are at about the rate of $4,000,000 
per year. We employ 418 people. We are almost wholly inte- 
grated in that we have our own gray-iron and brass foundry. Our 
produc tion facilities are all located at Cedar Falls, Iowa, a town with a 
population of about 14,000 people. I think I can best illustrate the 
points I want to make by telling you something about the history of 
our company. It was formed in about 1911 or 1912, to exploit the 
intention of aman by the name of Nielsen who operated a stone quarry 
at Cedar Falls. He had a very serious problem in water seepage, and 
after several years of work he de veloped the gear-within-a-gear rotary 
pump. ‘The invention was perfected in about 1906 or 1908, but it was 
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not until about 1912 that a company was formed and commenced 
operation. It started out with 1% employees—one production em- 
ployee, and one-half of one salesman. 

Its progress at first was very slow, but it did grow, and as it grew 
attracted some souls who were willing to invest their money in such 
an enterprise. The sum of $20,000 was raised by subscription from 
local residents and represents the only capital contribution ever made 
to our company. 

Incidentally, about half of that was lost in the first few years of 
operation. Today, through careful management and reinvestment 
of earnings into the business, our company has grown until its total 
invested capital is $1,850,000. 

Our little town is vitally interested in the welfare of our company. 
It is vitally interested, because it is selfishly interested. Last year 
our company paid to its employees something over a million and half 
dollars in wages. Its local purchases were substantial, notwithstand- 
ing the fact that because of their character most of our procurement is 
done outside. 

There were substantial amounts paid in dividends to local stock- 
holders. So our community is selfishly interested in the welfare of 
our company, and rightly so. 

By the same token, I think all of America is interested in the welfare 
of all corporate business enterprises. As our company by profitable 
operation and reinvestment of earnings has benefited our little town, 
so all of America has benefited by the profitable operation and re- 
investment of earnings by all American industrial corporations. 

It is as a result of the expansion made possible by retained earnings 
that today we have the spectacle of a tremendous expansion of pro- 
duction of arms and armaments for our Armed Forces, and at the 
same time a production of civilian goods apparently in a volume suffi- 
cient to meet the needs of our country. I don’t think such a develop- 
ment as our company has had would be possible today under the 
onerous tax burden imposed by our Federal Government. 

For our last fiscal year, ending September 30, 1951, the figure which 
accountants call net profit before taxes was $921,000. Upon that 
sum we paid and are paying income taxes of a little over $515,000. 
That is more than 56 percent of our earnings. Badas that is, however, 
it is not the true picture. In reality, so far as management is con- 
cerned, our real profit was in the neighborhood of $820,000. Upon 
that basis our income taxes were in excess of 63 percent of our earnings. 
Let me show you what I mean. A good share of our physical assets, 
our buildings and machine tools, were purchased with honest money, 
dollars that were worth dollars, and not dollars that were worth 52 
cents or 53 cents. As you know, for income-tax purposes, the addi- 
tions to our reserves for depreciation each year must be based upon 
costs. Those additions to the depreciation reserve should equal each 
year the cost of replacement of wear and tear on physical assets during 
that year. 

If we bought a machine tool 10 years ago at a cost of $10,500, with 
an estimated life of 10 years, and a salvage value of $500, our depre- 
ciation reserve today, for that machine tool is $10,000. The tool is 
obsolete and should be replaced, but in order to replace it we will have 
to spend somewhere between $15,000 and $20,000 in order to get the 
job done. 
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As we calculate it, the additions to depreciation reserve are short 
about $99,700 each year at current replacement cost. Since that 
$99,700 is not recognized as a deductible item upon our income-tax 
return, we must make, according to the accountant’s figures, some- 
thing over $196,000 per year to stand still, to break even, as we look 
at it. 

I do not know the cure for this situation, but believe me, it is a 
real problem, and one that management must face in every decision 
it makes. 

Now, the Bureau of the Census, and the large insurance companies, 
have forecast a tremendous increase in the population of our country 
in the years ahead. That will result in an increased demand for 
everything, including rotary pumps. We would like to expand our 
present facilities. At the present time, we feel that our distribution 
system is inadequate. We think the time is almost upon us when 
our customers will not be content with deliveries in 4, 8, 10, 12, and 
16 weeks, but will come to us and say, “I want that pump, I want it 
painted yellow, and I want it now.”’ 

If we cannot sell it to them, they will go to somebody else who 
is making rotary pumps, and there are quite a few of them, and they 
will get it from them. 

We would like to set up warehouses in centrally located areas where 
we can maintain a stock of pumps for almost immediate delivery. 
Now, that takes money. It would require a considerably larger in- 
ventory than we now maintain, and it would result in a greater volume 
of accounts receivable. 

As we see it, there are two places to get it. The first is through 
retained earnings, and the second is through the investment of addi- 
tional equity capital, through the sale of additional capital stock. 

You can break retained earnings down into two parts. One is past 
retained earnings, and the other is future retained earnings. We do 
not at the present time have any funds to go ahead with any expan- 
sion. The tax collector with his 30 percent collections in January 
and April has pretty well taken care of any loose money we may have 
had. He will come around again July 15, and again on October 15, 
and we have got to have the money ready for him when he comes, so 
it is out of the question to spend anything we now have for the 
expansion of our company. 

The second kind of retained earnings are future retained earnings. 
I think, generally speaking, most businessmen are a little more con- 
servative about spending their future earnings than our Government 
is. We would like to have a pretty good idea that we are going to 
be able to pay off any indebtedness that we incur. If the tax collector 
continues to take 60 or 65 percent of our earnings every year we cannot 
see a very good prospect of being able to pay our indebtedness 

During the past 5 years we feel that we have done a pretty good job 
of plowing back earnings into our business. We have spent $666,000 
for new plant and equipment. We have invested an additional 
$350,000 in inventory. That is a total for the 5-year period of 
$1,016,000 of earnings that have been plowed back into the company. 
It is an average of a little better than $203,000 per year. It just 
simply can not be done in the next 5 years with a tax rate of 60 to 65 
percent staring us in the face. 
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The second method of raising capital for expansion purposes is 
through the attraction of additional risk capital. To interest risk 
capital we must have something to sell. After all, stockholders are 
in business for one purpose, and one purpose alone, and that is to make 
money. They want profits. That is what.makes the world go round. 

It is our belief that the way to give our stockholders profits over the 
long pull is by efficient manufacturing methods, by treating our custom- 
ers just a little better than the next fellow treats them, and giving to 
our laboring people the highest wage we can afford to pay and the best 
conditions we can give them to work under. 

We think that policy pays off; that we will make more money for 
our stockholders by that path than any other. Frankly, we don’t 
have much to sell a prospective stockholder today. I am afraid that 
he has been rather shabbily treated, by our company at least, and, 
after all, he is the boss, KE iverybody seems to have assumed that he 
istimmune to the effects of inflation. The tax man seems to think 
that the stockholder’s dollar will buy as many shoes and potatoes as 
it ever did. Unfortunately, that is not the case. 

At our last annual meeting last fall I made a little comparison that 
[ would like to make for you here today. I compared two individuals, 
both married, neither having any children, and each having the sum 
of $38,000 to invest. Neither was in a position to render personal 
services with his investment. 

The first of these individuals invested his $38,000 in 1,900 shares 
of our stock. It is currently selling at about $20 per share. That 
would give him 1 percent of our outstanding capital stock today. 
If he owns | percent of our stock he is entitled to 1 percent of our 
earnings. Leaving out the factor of depreciation which I have spoken 
about, our company made for him during the last fiscal year $9,212, 
which is 1 percent of the alleged net before taxes. But on his earnings, 
on his 1 percent of $9,212, the tax was $5,151, again 1 percent of our 
tax bill before it ever got down to him. In the average last year, I 
think, corporations paid out as dividends approxims wtely half of their 
net after taxes. Assuming for the sake of illustration that that was 
our experience, individual No. 1 would receive about $2,030 in divi- 
dends. Assuming he has no other income, at today’s individual 
income-tax rate he would pay on his own income tax return $127, or 
a total tax of $5,278 upon earnings of $9,212. That is a total tax take 
from 1 percent of the company’s earnings at a rate of better than 57 
percent. 

Now, compare this individual with an individual who invests the 
same amount in a sole proprietorship, and who hires a manager to 
run it for him, and is successful enough to make the same return from 
$38,000, he also makes $9,212, and that is the closest parallel case 
that I can think of to make my point. Again assuming that he has 
no income other than from this investment, his total tax at today’s 
high individual income-tax rate will be $1,648. His over-all tax 
burden is less than 18 percent. This individual has paid less than 
one-third as much tax as the man who has invested his $38,000 in stock 
of the Viking Pump Co. 

So I don’t think that I could sell that man stock in an American 
manufacturing corporation today. 

The CuartrMan. Let me ask you this, I think there is another angle 
to that, and I just wonder if you would give us these figures. You 
have discussed the percentage of take in taxes. 
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Mr. Newman. Yes. 

The CuarrMAN. But, looking at the other side, what has he earned 
with his money that he invested—and the amount was $38,000, as I 
understand it, in each instance? 

Mr. Newman. Yes. 

The CHatrMan. What did he earn on that $38,000 after taxes? 

Mr. Newman. After taxes? 

The CHarrMaNn. Yes. 

Mr. Newman. Well, it would be $9,212, less $1,648. 

The CuHarrMaAN. You have the same earnings for the other? 

Mr. Newman. Yes; exactly the same earnings in each case. 

The CuarrMan. How did he get that $9,000 earnings on $38,000 in 
the second case? 

Mr. Newman. Well, he is a good businessman. 

The CHarrMAN. As an individual, rather than as a corporation? 

Mr. Newman. A sole proprietorship with hired management. 

The CuarrMan. Yes. I was thinking of a different kind of in- 
vestment. Go ahead. 

Mr. Newman. | think these tax rates absolutely prohibit a repeti- 
tion of the history of our company. In the first place, who under the 
sun is going to risk his capital in a new venture and an untried venture 
with a ‘“‘heads you win, tails I lose’’ tax picture like that staring him in 
the face. It would be a foolhardy soul, indeed, knowing if he is 
successful the fruits of his industry will be taken from him, while he 
alone must bear the loss of his venture if it fails. 

If that obstacle could be hurdled, the second roadblock begins to 
operate. With present corporate tax rates it is impossible to pay 
stockholders dividends attractive enough to bring new capital in and 
to retain the earnings if the enterprise is to grow, so 1 say that the 
result will prohibit the starting of new business outaneliiien and will 
throttle the growth of existing small corporations. There will be no 
more success stories like the Viking Pump story, so long as this 
stranglehold is continued. 

I think it is socialism, pure and simple. It may be socialism 
through the back door, but whether you come in by the front door 

by the back door, you end up in the front parlor. Instead of 
taking over all production facilities, our Government is merely taking 
the fruits of production. I think it is killing the goose that laid the 
golden egg, and that unless we have a more realistic approach to the 
taxation of American business enterprise, and have it quick, we will 
end up where England is today. 

The CuarrmMan, Well, I think you have given us a very fine pres- 
entation. There are some questions that come to my mind, but I 
will not take the time to ask them. I would like to ask you to 
philosophize a little more on your statement about it’s being socialism. 

Mr. Newman. Well, socialism, as I understand it, is the ownership 
of productive facilities by the Government. They own the railroads, 
they own the public utilities, and they own the factories. 

The Cuarrman. Of course, the question I was going to ask you is 
this, and I am sure you and I both recognize the necessity for 
taxation 

Mr. Newman. Yes. 

The CHarrMAN (continuing). Now, at what point does it cease to 
be proper taxation and become what you describe as socialism? I 
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just don’t want some statement to go in that perhaps has not been 
well thought through. My immediate reaction to your point was 
this, that the chairman of the Senate Finance Committee, Senator 
George of Georgia—and on that committee we have men like Senator 
Kerr of Oklahoma, Senator Martin of Pennsylvania, Senator Taft of 
Ohio, and Senator Byrd of Virginia, and Senator Frear of Delaware. 
Those are the people who wrote that law, and goodness knows, I 
certainly have not named a Socialist in that group. 

Mr. Newman. No, but—— 

The CHarrMAN. And on the House side, I could say that Mr. 
Doughton is chairman, and fellows like Jere Cooper, and different 
ones that I could name—but I will not go through them all—certainly 
are not Socialists. So they are the people who put that law on the 
statute books, and I know that they would not willingly, unwillingly, 
or any other way, participate in legislation that constituted socialism. 

Mr. Newman. Well, they have. 

The CHarrMan. I wonder if you did not mean this, that it creates 
a condition which if continued long enough will stifle business to the 
point that it might develop into a socialistic trend, but certainly I 
don’t believe it is that now. 

Mr. Newman. The point I want to make is 

The CHAIRMAN. I am just as strong as you against what I consider 
to be unfair clamps that have been plac ‘ed upon business, and partic- 
ularly upon small business, because of its lack of a sufficient base 
upon which to get started. In other words, as I see it, the normal 
thing in this country is for a business to start, ordinarily to start as a 
little business, and for it to have a perfect right to expect to grow from 
year to year, out of its own earnings, until some day, if it wants to, it 
grows into a big business. I think you and I agree on that. 

Mr. Newman. Certainly. 

The CHarrMan. And I have a feeling that the present tax legisla- 
tion has a cramping effect on the normally expected growth of that 
small business from year to year, but I don’t believe that I can go 
along with you on your statement that the tax law that we have at 
present, in spite of all of its hardships, is socialism. 

Mr. Newman. The only point I want to make, so far as I can see, 
Senator, is that there is no difference in taking over directly the 
productive industry of our country, and taking the fruits from it.. I 
see no practical difference between the two effects. And then I 
think perhaps I was too strong in the use of that word, but our taxa- 
tion at today’s rate, I think, is certainly approaching the taking over 
of our productive facilities. 

The CuarrMan. I think it would be safe to say that if it continued 
over a long period of time, and without something to justify it. I do 
think that in a government such as ours there is something that 
we ought to take into consideration that has not been mentioned this 
morning, and that is that I think we have got to recognize the fact 
that we are in a struggle that might be for our very existence. I don’t 
think anybody in Congress wants to levy taxes just for the purpose of 
taking the taxes. Goodness knows, we all deplore the tremendous 
expenditures for building our own defense and the defenses of the free 
nations of the world, but I think we must recognize that we are up 
against something that we have got to work out of. I believe we are 
working out of it, and I believe we are working to the extent that, if 
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we continue to make progress as we have been making it the last couple 
of years, for the next 2 or 3 years, I see no reason why within a couple 
of years we should not be able to reduce this terrific tax burden that 
we have now. 

That is what we are aiming for. As a matter of fact, that is one 
of the reasons why we are trying to get this information. We hope 
that the time will come, and when it does come that we may be in a 
position to show just such cases as have been cited here this morning. 


That will show the terrific impact of the present burden upon small 
business and its ability to grow. 


Do you have any questions, Mr. Stults? 

Mr. Sruuts. No questions. 

The CuarrMan. Mr. Brush? 

Mr. Brusu. No, sir. 

The CHarrMAN. Well, we certainly appreciate your coming here 
and giving us your statement. 

Mr. Pfaff, will you come forward, please. 


STATEMENT OF ARTHUR PFAFF, REPRESENTING AMOS MOLDED 
PLASTICS, EDINBURG, IND. 


The CHarrMan. Will you give us your full name, your company 
connection, and address for the record, and then proceed in your 
own way, ple ase. 

Mr. Prarr. All right, Senator. My name is Arthur Pfaff. I am 
assistant treasurer of the Amos-Thomas Corp. My prime interest is 
in our plastics division, which is known as the Amos Molded Plastics. 
It is all one company; they are not separate corporations. 

We are located at Edinburg, Ind., a town of 3,500 people, and we 
have about 350 employees, 200 of whom are in the plastics division. 

The company has grown from practic ally an investment of just a 
pair of pants to start out with in 1912, and it started out its wood- 
working division, and by retained earnings and building up and 
expanding they have reached the stage where in 1939 they entered the 
plastics field. 

From 1939 to the present time, we have been one of the leading 
medium-sized companies in the plastics field in the —— molding 
business. There are larger companies than ours, like General Electric’s 
plastics division, and General American Transportation. But of the 
small businesses, we are probably as large as most of them. Most 
of them are smaller than we are. 

Our problem in the plasties industry regarding taxes is that it is 
a new industry. The injection molding of plastics is probably about 
15 years old, that is, since it has been used to any scale at all, and at 
all times it is necessary that we keep abreast of developments and 
pioneer new ideas and things like that, so we are always a little bit 
ahead of the rest of the game, because if you don’t go forward you 
go backward—there is no standing still. 

In this connection we have always tried to have the latest equip- 
ment and the best equipment. As an example, in 1950 we ordered 
a machine that was larger than any other that had previously been 
produced. There are now five of those in the United States. We 
did not know just what the application for it was. 
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We had some ideas, but we did not have any jobs for it. We do 
custom molding work, and all the work is done to the customer’s 
specification. We don’t sell anything direct to department stores or 
do any retail merchandising or wholesale merchandising. 

It took a year for this machine to be built and come in. When it 
did come in, we still did not have any job lined up for it. We had 
one, but it went by the wayside. So we had to develop other ideas 
to sell to our customers as an application for this machine. 

We have had it now a little bit over a year, and we have the first 
job running on it now, which has been running for several months. 
However, that machine required an original investment of $100,000 
to build, and the mold for it cost $60,000. Now, these mold makers 
are usually small shops, small-business men of from 8 to 20 employees 
and, as a general rule, we have to advance them 50 percent of the mold 
cost, when we give them the order, so that they have working capital, 
and later on it is sometimes necessary to give them extra besides that 
in order to meet a payroll. They have practically no funds, they are 
just skilled workmen, so we have to carry them along also. 

Of course, with the extra inventory and accounts receivable in- 
volved, this one particular machine actually cost us about 2% times 
the original machine investment in order to get the business ‘rolling 
on that machine. It has been 2 years now since we first committed 
ourselves for that investment, and it will be another year before we 
have enough jobs to keep the machine operating full time, at least we 
hope within a year we will have it operating full time. 

Now, the point is, of course, that we had the money to invest in that 
machine. We earned it before the tax rate got so high, but at the 
present time, to go into an investment like that, with the tax rate where 
it is, and the excess-profits tax rate where it is, it would almost prohibit 
us from maintaining our position as a pioneer—or as a firm that 
pioneers new ideas and new applications. We have worked consider- 
ably with the Government on possible applications for military use on 
that machine but as yet we have not got a definite application. _How- 
ever, it will be a matter of about 3 years probably before we will start 
r alizing any return in the way of profits from that investment. Yet 
we had to accumulate the amount that was required for that invest- 
ment over quite a number of years previously. At the present time 
it would be almost impossible to go into a similar risk gamble like thé . 
again, because we are unable to accumulate the capital required, and 
you don’t buy those machines on the installment plan. 

Now, we also feel that the 83 percent of the average earnings of the 
base period is not quite a fair base. Back in the base period, wages, 
prices, and everything else had risen, some of it as much as 50 percent, 
yet a corporation is only allowed to make 83 percent of its base-period 
profits before they come in with the exe ess-profits tax. 

Of course, by keeping your profits in the business, and reinvesting 
them, you get extra credit, but it is so long before you actually realize 
any profit on that investment that the return is not commensurate with 
the risk that you take on the investment. 

There is one other matter, and that is the adequate depreciation 
rates on ae nt. In the plastics industry there has been a wide 
variation in depreciation rates that are allowed. In our field the 
machines ce rate 24 hours a day, and they operate under bigh pres- 
sure and heat, and after about 6 or 7 years a machine is usually worn 
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out or obsolete. If you are doing proprietary work, making house- 
hold wares for the 5- and 10-cent stores, you can probably use a 
machine after that, but for precision work the machines are, for all 
purposes, worn out. 

The Internal Revenue Department, as a rule, does not take the 
extra hours of operation into consideration in allowing you a de- 
preciation rate that will allow you to replace that machine when it 
has worn out. 

| think a more favorable depreciation-rate idea from the Treasury 
Department there would help business considerably, especially, as the 
gentleman before me mentioned, when you do finally depreciate your 
machinery, and have enough in reserve to replace it, you find out 
that it will cost you 50 percent more, and that means that you have 
to get that 50 percent back out of what you were able to retain after 
taxes in prior years. ‘Therefore, it takes a considerable amount of 
your retained earnings just to make replacements, not alone expansion. 

The CuHarrmMan. Let me ask you this question, just to satisfy my 
own curiosity: Let us take that machine of yours; suppose they give 

you a depreciation allowance over a period of 10 years, we will say, 
and it wears out in 6 years. What happens at the end of 6 years? 

Mr. Prarr. Then, of course, you junk it or sell it and you have a 
loss. Of course, right now you don’t know what the excess-profits 
tax will be, or whether the excess-profits tax will be off by the time 
the machine is worn out. 

The CHarrMan. What do you do with the unused depreciation? If 
you buy a machine and you are allowed a depreciation rate over a 
period of 10 years, and it actually wears out in 6 years, What happens 
to the unused 4 years? 

Mr. Prarr. Of course, you get to take that in the year that it wears 
out. 

The Cuatrman. Oh, you take full depreciation in the last year? 

Mr. Prarr. Yes. Of course, actually in our experience, we have 
had a fairly decent depreciation rate, but there have been some mold- 
ing plants that have been allowed as low as 6% percent rate, which is 
far from adequate for that type of equipment. If it were just equip- 
ment like a lathe, or something like that, it might last that long; but 
because of the pressure and the heat and the hydraulic system in it, 
for precision work, it will not last that long. 

There is‘another matter that is of concern to us now, and that is, 
because of the fact that the cost of inventories have been going up, we 
probably would not be paying excess profits taxes this year, 
because the OPS caught us in a squeeze where the material supplie rs 
were allowed an increase in October which you could not even pick 
up under the Capehart amendment, and material is about 45 percent 
of our selling price in the plastics industry. Therefore, an increase of 
8 percent on material cost makes a sizable dent in our profits, where 
it is all out of our pocket. 

Of course, with inve pets prices going up all the time there is a 
question as to whether or not some day they are not going to take a 
sudden drop. Of course, the re is always the answer that on inventory 
it is last in and first out. That would be all right, if you were in on 
it back several years ago, but to get in on it now, when you are already 

high valuation. and it is conceivable that the inventories could 
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very easily drop below that valuation, then you would still be stuck 
with the high inventory valuation. 

So it would also be desirable if some method could be worked out 
whereby you could also drop below that base that you must start out 
with on going on that Lifo inventory basis. 

The CuarrMan. Thank you very much, Mr. Pfaff. Mr. Stults, do 
you have any questions? 

Mr. Strutts. No questions. 

The Cuarrman. Mr. Brush? 

Mr. Brusx. No questions. 

The CuarrMan. Thank you, Mr. Pfaff. We appreciate your com- 
ing and giving us your account. 

Mr. Prarr. Thank you, sir. 

The CuHarrMaANn. We will now call upon Mr. Bruett. 

Mr. Bruert. Thank you, Senator, and Mr. Stults. 


STATEMENT OF T. A. BRUETT, CERTIFIED PUBLIC 
ACCOUNTANT, MILWAUKEE, WIS. 


The CuarrMan. All right, Mr. Bruett, will you give us your name, 
your business connection, and your address for the ‘record, ‘if you will, 
and then just proceed in your own way. 

Mr. Bruerr. Yes. My name is T. A. Bruett, and I am-a partner 
in a firm of certified public accountants. We have been requested to 
appear here, representing some of our clients who are small- and 
medium-sized business people. Our clients generally fall in the classi- 
fication of small- and medium-sized business, and in our opinion they 
are the backbone of American business, as well as the backbone of 
the American system of taxation. 

I will avoid any repetitive discussion of high tax rates and their 
stifling effect on initiative, progress, and business venture activities, 
except to say that it is our considered opinion that the tax rate 
structure and the administrative policies of enforcing these tax laws 
is having a very serious influence in undermining both the ambition 
of taxpayers to produce, and the moral honesty of taxpayers in their 
dealings with our Government. 

I would like to present to your committee certain parts of the 
present tax law that are particularly burdensome and unfair to the 
smaller-business man, and also some suggestions as te potential 
improvement of these ‘sections and their administration. 

You will note that my discussion is going to be quite a bit different 
than those presented here, in that I am looking at it from a practi- 
tioner’s rather than a businessman’s st andpoint, who has one particular 
problem. I thought it might be helpful to your committee. 

1. Officers’ salaries: Many questions arise in connection with the 
reasonableness of the deduction for officers’ salaries in smaller busi- 
nesses. The following two suggestions would help to remove some 
of the unfairness that seems apparent in the present law. 

(a) Allow the taxpayer corporation to offset a deficiency deter- 
mined against the corporation, by reason of disallowed officers’ 
salaries, by the amount of tax paid by the officers, unless the Govern- 
ment sustains the burden of proof in establishing that the excessive 
payment actually and truly constituted a taxable dividend. 
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At the present time there is a double tax cost on the disallowance 
of officers’ salaries, because of the fact that the corporation does not 
get a deduction, but the taxpaying officer is still taxed on the receipt of 
money, whether reasonable or not, whether it be a reasonable salary 
or not. 

(6) The reasonableness of officers’ salaries for small corporations 
should be presumed if not in excess of some fixed amount, say $15,000 
for husband and wife combined, or if within the provisions of a certain 
formula, such as a percentage of sales or a percentage of net profit 
before salaries and income taxes. 

Again, that would remove from your income-tax problem for the 
small-business man some of the trouble and some of the administrative 
problems that he has faced with the revenue agent. There is no 
standard set. One agent has one idea, and another agent has another, 
and even though the salaries might have been O. K.’d and already 
reviewed, another agent might come in and attack the same amount 
of salary for the same job done as being unreasonable. Then your 
taxpayer has a problem and a fight on his hands. 

2. Now, the second subject is a pension plan for self-employed. 

Provision should be made for the establishment of voluntary pension 
plans for self-employed and for businesses conducted as an individual 
proprietorship or as a partnership. Contributions made to a plan 
recognized by the Commissioner should be allowed as a deduction 
against the current year’s income similar to that which is permitted to 
corporations. 

3. Section 102: 

(a) Because of the ever-existing threat of section 102, small corpo- 

rations are oftentimes compelled to distribute more in dividends than 
they think wise. This should be rectified by causing the Government 
to sustain the burden of proof insofar as estabiishing that earnings 
were retained beyond the reasonable needs of the business. 
» Such is not the condition at present. They have a general yardstick 
of 70 percent which can be used upward or downward, and the small- 
business man does not have the burden of proof on the Government, 
but more on himself, 

(6) Because of the inability of revenue agents to grasp the needs of 
the business or to visualize the future needs as determined by the 
officers and directors, small corporations should be permitted to set 
aside a fund out of current earnings to take care of these future needs. 
The expenditure of the funds out of this reserve within a reasonable 
period, say 5 years, should be prima facie evidence of the taxpayer’s 
need to accumulate its earnings. 

Another suggestion is that a minimum amount of retained earnings 
be allowed a company before any 102 problem can be considered to 
exist, such as $25,000 plus all other credits against this tax. 

I know many larger companies would argue that $25,000 is not 
enough, but tbis will take in the bulk of the small-business men and 
take them out of the problem of 102. 

(c) Some provision should also be made to allow the taxpayer to 
offset any proposed deficiency under 102 by a dividend paid within 
a fixed period after notice of the deficiency. 

(d) Further, any dividend paid within the first 90 days after the 
close of the taxable year should be allowed as a credit against 102. 
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This would be particularly helpful to small businesses that often do 
pot draw up complete financial statements until the year end, and 
as a consequence don’t know what that situation is, or whether they 
have a 102 problem. 

4. Another thing that we think worthy of discussion is the Tax 
Settlement Board. It has been brought up. We think the establish- 
ment of a Tax Settlement Board should be advocated. The Board 
should have power to dispose of cases on an equity basis, as well as 
on a basis of strict interpretation of law. In other words, where the 
taxpayer can establish that a strict interpretation of the law would 
impose a hardship on it not intended by the law makers, the Tax 
Settlement Board should have power to make such a determination 
and to recognize it in reaching a settlement. 

Furthermore, the Tax Settlement Board should have the right to 
vacate penalties where it is obvious that the only reason for imposing 
the penalty is the strict enforcement of law and regulations where, 
for example, a taxpayer inadvertently fails to execute a return by 
having the proper signatures. ; 

Now as to interest, the rate of interest payable on additional 
assessments or refunds should be realistic and comparable to current 
interest rates. The imposition of 6 percent interest on tax deficiencies 
imposes an additional burden and hardship on small businesses, par- 
ticularly if it runs into a period of 4 or 5 years, when your interest 
amounts to 24 or 30 percent. 

6. Now, as to waivers: 

The Commissioner should be limited as to the number of waivers 
of the statute of limitations which he might obtain. While the tax- 
payer apparently has a right to refuse to execute waivers of the 
statute of limitations, the ‘Commissioner uses an implied threat in 
that, unless the waiver is executed, he will issue a 90-day deficiency 
notice and arbitrarily disallow certain of the items claimed in the 
tax returns. If several years transpire beyond the normal expiration 
date, the small taxpaver is not only confronted with a serious addi- 

tional tax burden covering many years, but the interest thereon 
becomes a sizable amount, and in many cases is a needless expense 
since the taxpayer would have been in a position to pay the addi- 
tional taxes, plus interest, at an earlier date, except for the Com- 
missioner’s own inability or unwillingness to make an earlier deter- 
mination. Further, if a waiver is granted, interest should be ad- 
justed downward from the end of the original statutory period. 

The waiver is generally granted for the convenience of the Com- 
missioner, so if, through his own problems of administration or through 
his own fault, the tax returns are not reviewed within the current 
statute of 3 years, we think the taxpayer should no longer be penalized 
by paying at least the full 6 percent of interest after the third year. 

I originally thought that it should be stopped at that point, but 
perhaps that would just result in a rash of 90-day letters to be issued 
by the Commissioner and jam up the works worse than they are at 
the present time. 

7. Now, as to the matter of inventories, there appears to be a specific 
lack of relief for Lifo-inventory-basis taxpayers in the case of in- 
voluntary conversion of quantities due to casualty. A provision for 
such relief, affording time for replacement, similar to the relief avail- 
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able in similar circumstances caused by the defense program, would 
be equitable. 

To explain that, if a Lifo taxpayer has a fire near the end of his 
taxable year and is unable by physical ability to reacquire the 
quantity of his inventory that makes up his Lifo base, he has lost 
that base forever, and he cannot in the future replace it and retain 
his original Lifo set-up. 

During the emergency and the war period in the late forties, if you 
lost some of your base because you could not replace it because of the 
shortages and so on, you had a period of 3 years in which to replace it. 
We think that equity would dictate that loss through casualty should 
be given that relief. 

There also appears to be a problem of valuation of inventories that 
is bothersome both to the taxpayer and to the Government. It is 
primarily a problem of a definition of ‘‘cost” and whether standard 
costs are an acceptable method of valuation in determining inventory 
values for tax purposes. Apparently, the Commissioner has deter- 
mined that inventories should be valued at cost, but the questions 
still arise as to whether this means standard costs or other acceptable 
accounting concepts of the word ‘‘cost.’’ In this connection of 
inventory valuation, there also is a serious need for clarification of the 
definition of ‘‘market value.” The Commissioner has contended that 
market value means replacement cost at the date of the inventory, 
whereas taxpayers and accountants contend that it means the market 
price available if sold at that date. These two prices could be at 
extreme variance with each other. 

Administrative policies: 

A very serious problera seems to be developing in the administrative 
policies and procedures being emploved by the conference sections 
of the Internal Revenue Department. Unfortunately, the taxpayer 
and his counsel are being made to feel more and more that the tax- 
payer is no longer presumed to be innocent before proven guilty. 
The emphasis, in many cases, seems to be on the determination that 
the Department must have a so-called “changed case,’’ regardless of 
the amount of time required to obtain one as in relation to the justice 
of the taxpayer's position or the amount of change potentially possible. 

All too often in conference a taxpayer is slyly reminded that, if the 
proposed adjustments of the conferee are not accepted, he will have 
to order a reexamination of the returns in connection with such ac- 
counts as repairs and maintenance, depreciation, officers’ salarie 's, ete. 
We even know of a case where, after the matters in the agent’s report 
were properly discussed, the conferee then said that he had another 
matter, not in the report, that he would have to bring up if an agree- 
ment on the report could not be reached. This was a matter of only 
one signature on a corporation report filed 3 years previously. 

The client and his counsel both felt that this was a nice $14,000 
club .over their head that was being used, even though there was no 
question of willful failure to sign or no refusal of the taxpayer to sign 
on the spot. This treatment was exercised, in spite of the fact that 
the taxpayer had. never, in the 3 years the return was in the bands 
of the Government, been notified of the missing signature of one officer, 
and in spite of the fact that taxpavers are so notified, generally, when 
such incomplete signatures are checked upon the Government first 
receiving such returns. 
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This is a type of settlement procedure that the taxpayers should be 
protected from by some specific provision in the law, in the absence 
of fraud or refusal to sign. 

There is another type of settlement administration that the tax- 
payer should not have to put up with. I am speaking primarily of 
the small-business man, because he is in a position where he does not 
always have resources, time, or, finally, the will to fight it out, when 
he would have to carry it on himself, or perhaps with his attorney, or 
accountant, rather than a staff. 

Now, there is another type of settlement administration that the 
taxpayer should not have to put up with, and that is the matter of 
having the Government weigh the costs to the taxpayer of litigating 
a case to the cost to the taxpayer of making a compromise settlement 
of a case which, on its merits, is either all right or all wrong. We know 
of cases where a conferee has changed his allowance of a deduction 
from zero percent to 80 percent, in various different stages, and through 
continued separate conversations on the same case, merely on the 
premise that he hoped finally to get some kind of a settlement resulting 
in additional tax. The settlement was not made on the basis of right 
or wrong facts, but merely to hope to obtain something from the 
taxpayer on some fancy premise of “litigation value.” 

Believe me, this is not an all-inclusive attitude of internal revenue 
employees, but it seems to be an increasing attitude that is very 
discouraging to the taxpayer and his counsel. It is leading to a 
point where it is increasingly difficult to convince the taxpayer that 
he can expect fair treatment and so should expect to be fair himself. 

To us, in the practice of public accounting, and working with 
clients in tax matters, one of our toughest problems, or our toughest 
new problem today is to beat down the arguments: of many clients 
who read spectacular stories in the newspapers, and so on, and try 
to convince them such folly does not pay, and that sooner or later 
they will get caught, and that that is only the minimum part of the 
penalty. But it is becoming, believe me, Senator and gentlemen, 
more difficult all the time to convince the American public who, of 
course, are our clients, in certain segments, that they owe a moral 
responsibility of honesty to their Government. It is harder and 
harder to tell them that they can get fair treatment when they are 
questioned, and that they would be extremely unwise not to abide 
by the letter of the law. We always tell them, ‘We will do every- 
thing humanly possible within our limited knowledge and ability to 
help you avoid taxes, but we will not do one thing to help you evade 
them.” 

But it is getting to be a tougher job to sell all the time. 

The CuarrMAN. Thank you, sir. 

Mr. Brush, do you have any questions? 

Mr. Brusu. No. 

The CHarrMan. Mr. Stults? 

Mr. Sruuts. No. 

The CHarrMan. Thank you very much, Mr. Bruett. 

Now, next I want to call on Mr. Robert A. Morris. Mr. Morris, 
will you come around, please. 
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STATEMENT OF ROBERT A. MORRIS, REPRESENTING 
FERGUSON-LANDER BOX CO., AURORA, ILL. 


The CHarrmMan. Now, Mr. Morris, will you give us your name, 
your address, and your business connection for the record, and then 
proceed in your own way? 

Mr. Morris. Yes, Senator. My name is Robert A. Morris, and 
the name of the company that I am connected with is the Ferguson- 
Lander Box Co. of Aurora, Ill. 

I am really smaller, I think, than the businessmen who have 
preceded me. I don’t know just what small business is, but I can 
give you a little background. We have only been in business 3 years 
as a current corporation. We formed the corporation and bought the 
assets of the corporation, or a corporation that had been in business 
since 1912. At that time the corporation that we bought out was 
going downhill and had 14 employees, and it had a sales volume of 
$288,000. Since then we have brought our volume up, as of last 
year, to $860,000, and we have 51 employees, and we are doing better 
than that this year. 

But we are at a point, too, where we begin to wonder whether the 
Government wants younger men to start a business and increase 
employment, and go ahead on the very basis of what was determined 
in this ‘new act of what determines a new business. We were under 
rule section 521, because we bought the assets of an old corporation, 
and we had to take their tax base. There were no stockholders 
remaining in the new corporation. We started with 14 employees 
and none of the officers of the old corporation, yet the Government 
arbitrarily says that we must take that tax base of the old corporation. 
We worked pretty hard to do what we have done in 3 years. We did 
not have a lot of money, so now we are slapped with a very high 
excess profits tax because we had to take the old corporation base. It 
doesn’t seem like we have been encouraged to save something, to go 
ahead and form a new business, and do something with it. 

In this increase—if I may go ahead with what happened? 

The CHarrMan. Certainly. 

Mr. Morais (continuing). We did not have any Government busi- 
ness. Weare strictly a civilian business and make folding cartons for 
the food industry. There are six other manufacturers in the industry 
who make the same type of carton that we make, and they are all 
corporations with sales of 60 million or higher; so we are just a peanut. 

[ am speaking principally of paraffin ice-cream cartons. ‘They are 
all integrated companies, with their own paper mills, so we have 
done a pretty good job. 

We tried our best to convince our accountant to get a ruling from 
the revenue people in Chicago that we were a new corporation. No, 
that was the law, strictly interpreted, so as a result this vear, or last 
year, 1951, a little corporation that came up from almost being broke 
made $66,000 before income taxes, and the Government took $40,000 
in cash, and not only took it in cash but made us pay 35 percent, 
I guess it was, in the first payment, and that left us with $26,000. 

‘We had not paid any dividends in preceding years, and we could 
not obviously pay any this year, because we would not have the cash 
to pay them, because in tripling a business in a little less than 3 years, 
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our inventories and all the other factors mentioned by another gentle- 
man here from the electric company—we had the same problems—it 
was either go out and borrow money to pay our income taxes, or else 
reduce our sales. We had no other choice. In the last 3 years we 
have reduced sales. We have turned customers away. We had to 
have some cash. 

As I say, a small-business man does not seem to have much en- 
couragement. I think that to go back to when the large businesses of 
today were formed by younger men back in 1900, we will say, as they 
started small and grew up to be million-dollar corporations, they had 
all the same problems that we had, competitively speaking, labor 
problems, bigger people to compete with, and all that, but they did 
not have the Government on their backs saying, ‘‘You cannot grow up,”’ 
because | submit that you cannot grow up when you had almost 
$900,000 worth of sales and the Government takes 60 percent of what 
is left of the profits and leaves only 40 percent, and then demands a 
speed-up payment to boot. It is impossible. 

I have other friends in the same age group who have also gone out 
and started businesses with the same problems, and you feel like you 
are licked by your own Government. You don’t mind paying a tax, 
but it seems to me you ought to be treated with some encouragement, 
particularly when you are a new business. The law was written 
obviously to help the big businesses who wanted to buy and absorb 
small businesses so that it could get a tax base which was a lousy tax 
base, which somebody mentioned about a $200,000 loss, but the law 
at the same time defeated small-business men who had to take that 
tax base. We do not have the assets. A small company just starting 
out does not have an asset base to use. It does not have an earnings 
base, so it is licked. 

Now, I wonder if the Government doesn’t want any more small 
businesses started from scratch, because nobody is going to loan 
money to a small company. I am talking about as small as we are 
now, we only employ 51 people, so you cannot go to an insurance 
company or a bank in order to get a long-term loan to expand on, 
even though you are successful and can prove that you are a profitable 
business and can get sales volume and go somewhere. Where do you 
turn if you are not paying any dividends? Nobody is interested in 
buying stock in your company. On that basis I think there should be 
some realistic approach to a truly small business (and what is truly 
small I don’t know) to help them when they are starting. 

There was a relief, a growth factor in the law, but ‘that did not 
apply to our business. There was a relief in the law in the excess 
profits tax that you could have a 5-year period in order to get up to 
the full amount, but that did not apply to us. Somewhere along the 
line somebody in the tax body who is determining taxes, must say, 
““We have got to do something to encourage small businesses, because 
that makes big businesses.”’ 

There is not a business today from du Pont on down that did not 
start from a small business, but when they started to become a big 
business they did not have the tax laws, and that is the only difference 
between starting a small business today and starting one 50 years ago. 
Fifty years ago you had all of the same problems manufacturing- wise 
which you have tod: ay, but you did not have these high taxes. 
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I do not object to taxes, because I think we have to have them, 
but I do think there must be a definite provision to cover all new 
businesses and small businesses—because, necessarily, they are small 
when they start—in order to give them a chance to grow up, to help 
American enterprise. This little business has given employment to 
51 people. It has saved the jobs of the 14 who had been employed 
with the company. It is making a necessary product—not necessary 
for the war effort. It did not derive its growth through any Korean 
situation or the war preceding that. It is strictly a civilian business 
doing its level best to get ahead. 

[ don’t see how you can expect this type of business—and there 
must be hundreds of others like it—to go anywhere, because you can- 
not buy new machinery with what is left, and if you borrow money to 
start with you cannot pay that back and buy new machinery at the 
same time. You cannot improve your plant. There is no place to go. 

This other gentleman preceding me mentioned that big businesses 
were absorbing, in his particular industry, all of the small ones. 
That is happening also in this industry. There are only six other 
people making what I make. What happens when I fold up? If I] 
had to fold up, there would be nobody but big people in it. 

The trend is that way, and any financial statement that you have 
of small companies, comparing them with big companies, you can 
name companies that became big out of taking over the small com- 
panies every day. That is the constant trend, because a small 
company cannot expand with that kind of profits left to them and 
do a fairly presentable job. 

The CuatrmMan. Mr. Morris, I am not quite clear in my mind as to 
how you took over this old corporation. You say you were, in effect 
and according to vour own wishes and meaning, a new corporation? 

Mr. Morris. Yes. 

The CuarrMan. Did you take over the stock of the old corporation? 

Mr. Morris. No, sir; I formed a new corporation. 

The Cuarrman. You formed a new corporation and bought the 
assets of the old one? 

Mr. Morris. I bought the machinery of the old corporation, rented 
a building and went to work, taking over the employees from the old 
plant, the factory employees. 

The CuatrmMan. And you took over their accounts? 

Mr. Morris. Yes; and we continued selling the same thing. 

The Cuarrman. In other words, you took everything except the 
corporate structure? 

Mr. Morris. That is correct. That was in 1949, before we had 
this current law. The law was amended this last year. Back in 
1949, had I taken it over under the law existing then, we would have 
been able, of course, to be a new corporation, but this was retroactive, 
this law, and in 1949 you cannot tell what Congress will do in 1951. 
So it was really disc riminator y to anybody in our position. 

The CuarrMan. The effect of it was to give you a base that was not 
your base at all? 

Mr. Morris. Correct. 

The CHarrMan. But it was the base of an unsuccessful company? 

Mr. Morris. That is correct, and it discouraged me from making 
any profits, because if I make them I lose them, because they say, 
“You are not a new company.” 
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Now, I would like to read this to you; it says: 

“A corporation which before December a 1950, acquired the prop- 
erties of another corporation’’—that is me—‘“a sole proprietorship or 
partnership in certain taxable types of transactions may be required 
to compute its average base per iod net income in accordance with new 
part four, which is retroactive’. And new part four is this thing I 
have been telling you about w hich says that you cannot. 

The CHarrMAN. Yes. 

Mr. Morris. So that was definitely a low blow to us. I mean, 
Congress did provide a growth formula, and did provide in the excess- 
profits tax for a new corporation such as we are—in fact, that is. 
The tax is progressive in getting up to the highest excess. The tax 
for the first or second year is only 5 percent of $300,000, and it goes 
up, and that would give us a chance to get our feet on the ground 
and get going again, and there are perhaps hundreds of other corpo- 
rations in the same position we are. 

The other corporation from which we bought the assets liquidated 
and went completely out of business. 

The Cuarrman. Do you have any questions, Mr. Stults? 

Mr. Srutts. I think that Mr. Morris’ point shows very clearly 
the problems that Congress and the tax-writing folks have in trying 
to block any possible loopholes so that the ABC company suddenly 
becomes the DEF company and gets a credit and a larger base. 
This has been done to block that sort of evasion, and they put in 
yretty stringent rules to do that. However, it occasionally hits a 
legitimate op operator, such as the case you are presenting here today. 
It is the sort of problem that this committee has certainly been try- 
ing to get at, and by making those growth provisions that we put 
into the law last year, we were helping quite a few companies, but 
apparently we missed a few others. 

Mr. Morris. I can see why you do it from the other problem, ae 
I think there should be another paragraph that points out that : 
company that is, in effect, a totally new company can get a a 
provision, and then give us the choice of taking either base as a new 
company or the old base. 

The CuatrMan. Thank you very much. 

Now, our next witness will be Mr. Don Thomas. 


STATEMENT OF DON THOMAS, REPRESENTING CLINTON 
MACHINE CO., MAQUOKETA, IOWA 


The CuatrMANn. Mr. Thomas, will you give us your name, your 
business connection and your address for the record, please, and then 
proceed in your own way? 

Mr. Tuomas. Yes. If you don’t mind, I will stand up. 

The CuHarrMan. That is perfectly all right. 

Mr. Tuomas. My name is Don Thomas, and I am president of the 
Clinton Machine Co. I make my home in hotel rooms and airplanes 
most of the time. I travel from one plant to another, and I get home 
once every 2 months to see my wife and four kids. That is about all 
there is to that. 

The CuarrMan. In order to get the pronunciation of this town in 
Iowa, where do your wife and children live? 

Mr. THOMAS. They are supposed to be at Clinton, Mich. 
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The CuarrMan. No; what is this place in Iowa? 

Mr. Tuomas. Maquoketa, the best little town in the United States. 

The CuarrmMan. Well, I had a hard time getting you to bring it out. 

Mr. Tuomas. I am just a farm boy, Senator, and I am not very well 
educated, and my English might be poor, so all I can ask is that we 
have a good visit on this subject, if you don’t mind, with me doing 
most of the talking, and sort of talk it over. 

I did not come prepared with any speech or notes other than two or 
three [ made on the train last night that I probably cannot half read 
anyhow. 

Now, we started out here as all companies do, and I hear a lot of 
discussion about a little company and a big company. I don’t know 
what we are. I don’t know whether we are a little company or a big 
company. I consider a company a big company when it is able to 
stand on its own two feet and not borrow every cent of money it needs, 
and then worry whether it will stay or go out of business. I think 
whether a company is big or little, something should be done to clear 
that up. So far as our number of employees is concerned, we are 
supposed to have on the payroll somewhere around 1,500 employees, 
but generally every day there are a few hundred absent, so we have 
somewhere between 1,200 and 1,500. 

We operate a plant in Maquoketa. To give you a little back- 
ground: I got very patriotic during the last war, sold my businesses 
off, and went down to Camp Custer and tried to get in the Army as 
an officer, because I had been in ROTC. They finally made up their 
minds that they could run the war without me. I would not go in 
as & private, so I came back to this little town and they encouraged 
me to start a little business during the last 2 years of the war. 

We started a little partnership, “and it grew from about 5 people to 
where we had about 150 around the end of the war. Then we 
scratched our heads and said, ‘‘Do we take our marbles and run, or do 
we develop a nice little business in this community and go somewhere 
with it?” 

We decided on the latter, and we stayed in business. That was 
done probably because of that old saying that fools rush in where 
angels fear to tread, and that is what happened to us. 

I chose a small gasoline-engine business to go into, and when we 
started we found that we nee ded a lot of other things. In 1947 we 
did $4,000,000 worth of business. That was our first year. Our 
profit before taxes was $200,000. Our Federal income tax that year 
was $75,000. 

I suppose you are sick and tired of hearing these figures, and maybe 
it would be just as well not to read them. Shall I go on? 

The CuarrMAan. Yes; go right ahead. 

Mr. Tuomas. In 1948 our sales were $7,500,000, and our profit 
was $425,000, and our taxes were $178,000. 

In 1949 our profit was $75,000, and our taxes were $29,000, and 
we did a business of $4,000,000. 

In 1950 we took a $108,000 loss, and a $37,000 credit in taxes for 
$3,600,000. 

In 1951 we did $10,000,000 worth of business and we made $41,000 
profit and paid $21, 000 worth of taxes. 

In 1952 we did $16, 000,000 worth of business—and by 1952 I mean 
that our year ends on a fiscal year of February 29, so we call it 1952. 
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So in 1952 we did $16,000,000 worth of business, with $551,000 profit, 
and we paid $320,000 in taxes, or we have to pay that much, 

Now, this thing got into some gyrations that are rather hard to 
understand. We were always about half broke and needing money 
I have been kicked out of more banks than most people have been 
kicked out of night clubs, strictly because of getting into a situation 
where we had to expand whether or not we wanted to, and it takes 
capital to expand. 

So in the course of expanding we found that our plant was not big 
enough, and we moved to Iowa into a larger plant, bought a plant 
there under contract, and then we wanted to leave a little business 
there at Clinton, Mich. 

In the meantime, we traded one share of our stock for two shares of 
the Warner Aircraft business that had been in business 22 years and 
gone broke, and we inherited that thing with the full intention of 
liquidating it. We bought it with the assets and liabilities, but we had 
to complete some contracts, and in the meantime the Korean situation 
came into the picture, and the Air Force begged us to stay in business 
We were making hydraulics, and they needed them badly. Well, we 
stayed in that business and the company has grown, and it has ex- 
panded. Then, when we moved from Clinton, we left a little business 
there, mostly a defense business. I will be darned if that didn’t grow 
and expand, with both businesses making money, and I need to make 
money like a cat needs two tails, and I will show you why: 

We woke up to the fact here a few months ago at Clinton, Mich., 
that we had $600,000 tied up there in machinery, equipment, and 
investment. That was worth that much on today’s market. So we 
are doing $3,000,000 worth of busigess a year there and making money. 
Take the most optimistic view you want to on Government work, 
and you may get 10 percent, you really have to be optimistic and say 
that you get 10 percent. That would give you $300,000. Now, be- 
cause of this thing we are in a tax bracket of around 70 percent. Sev- 
enty percent of that figure there leaves us with $90,000 a year. We 
will assume that the defense program is good for 3 years, Wite h is 
another optimistic viewpoint, so three times that is $270, 000 to be 
made, but you look at it and say, ‘‘What are you going to do with that 
$600,000 investment 3 years from now?” 

The most optimistic possibility that we could think of would be 
that it would be worth 50 percent of that $600,000. In other words, 
we would be lucky to get $300,000 for it in 24 or 3 years from now, 
and if we did get $300,000 for it we have taken a loss of $30,000, and 
we were taking a gamble, because the Government never says, “‘Boys 
we will guarantee you a profit,’’ but they sure take it away, and the) 
have so many ways of taking it away that it isn’t funny, not only 
with taxation, but they devised new ways of taking it away from you. 

I don’t know about these fellows here in their businesses, but we 
have lawyers to begin with; we have a corporation lawyer; we have 
patent lawyers; we have accounts-receivable lawyers, that is, small 
accounts receivable; we have resident-agent lawyers; we have Re- 
publican lawyers and we have Democratic lawyers to deal with the 
Democrats and the Republicans in the State and Federal Government. 

That seems silly and maybe facetious, but it is not. That is our 
lawyer set-up. 
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Then we have our accountants. We have accountants to check 
accountants. We have accountants to check and do nothing but work 
with the Government men who are sent into these different depart- 
ments. There has not been a day in the last year and some months 
that we have not had at least one Government man in from one 
agency or another, not one single day, and many times we have as 
many as seven or eight. I don’t hone stly believe that a man can run 
a business today without making some mistakes with the laws of the 
different agencies and the stuff that he has to live with. 

I have this wonderful bunch of lawyers, and then I have all these 
accountants to check accountants, and other accountants to check 
other accountants, and they cannot keep track of it. They cannot 
keep track of the thing at all. They are lost. Now, I would bea 
mighty smart man if I just knew what they don’t know, I would be 
happy and I would be able to run my business. 

But isn’t that a strange picture, that here this company was 
employing about 250 or 300 people at Clinton, and we closed down 
and sold the machinery and equipment and got out because it was 
making a profit? 

Now, I have got the same situation at the Warne or ee in 
Detroit. There we are employing maybe 300 or 350 people they 
are all there today—I doubt it—but that place makes money is it 
has a million dollars invested in it. ‘There is the same situation. |] 
need that place like I need nothing. Maybe I can sell it. There are 
a lot of men in the room today. I have a million dollars invested 
there, and it just put me in higher tax brackets, and it just makes it 
tougher. 

I don’t know whether that situation explains anything to you at 
all or not, but it is strange. 

[ was always brought up on the theory that we were to try to 
develop new business. 

There are a couple of other remarks that 1 would like to make, but 
you have probably listened to these things for so long that you have 
probably forgotten more about taxes than I will ever know, and I 
hope that is true. 

I heard you mention a number of situations here this morning. 
Jut this making a law like a suit of clothes to fit every situation that 
comes along or even tailoring it maybe to half a dozen situations, 
you are in a tough spot. The Senate and the Government body is in 
a tough spot; I realize that. 

] just want to show you these figures. You know, I don’t have to 
have any notes because I live with this stuff every day and I know a 
few answers, but I am not an accountant or a lawyer, and I don’t 
know a thing except what I live with every day. 

Our competition made $36,000,000 last year. I don’t mean they 
made it, but they sold that much. They made on that 13 percent, 
or some ‘thing like $4,500,000, I believe their statements ees, 

We did $16,000,000 worth of business, and we made a 314-percent 
profit. We have not paid a dividend to our stoc iiaide ‘Ts since we 
organized 6 years ago. Of course, I guess they are patient, and maybe 
they will get some new management and get rid of me. 

But we make 3% percent on our business and our competitors make 
13 percent. 
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Now, what in the world puts them in a position of that kind? They 
have been in business 30 years; they got started when taxes were ver) 
small or maybe nil, and they developed and expanded their product 
on that kind of a deal. When we started we had one model of an 
engine, and today we have nine and many variations up to 800 from 
them. ‘Those are basic models, but we have to develop and expand 
every one of them. You can only do it from what you have left 
after taxes, so that we cannot catch them. They are out in front of us 
so far that any time they want to put us out of business they can put 
the screws on and there is nothing to it. The tax laws help them to do 
that. They can put the screws on and throw us out any time just by 
taxes, because small business cannot develop their lines of product 
with what they have left to do it with after the taxes. There should 
be something allowed for a small business to catch up with big business, 
to put them somewhere on a near-even footing, where we can have 
some competition and have some small businesses develop. 

Another thing, Senator, I don’t know whether you people in the 
Government realize that you are putting big business today, the 
wealthiest, the biggest businesses, in the strongest possible position 
to kill off all of little business. 

Now, you ask how we are doing that, if you are interested. | 
don’t know whether you want to know that or not; perhaps you do 
know it. Are you aware of that? 

The CHarrRMAN. Well, we certainly know that that problem exists. 
That is one of the things that we are studying, the very things that 
you have mentioned. 

Mr. THomas. Wait a minute. Do you know the policy that our 
Government is following today is the very policy that will put small 
business out of business 5 years from now? 

The CuarrMan. That is one of the problems with which we are 
concerned, that is what we are trying to find out in these various 
hearings that we are having. 

First of all, we want to find out the whole impact of the tax problem, 
particularly on small business. We feel quite certain that it does 
have many aspects of a discouraging effect on small business. We 
feel that perhaps it does give an incentive for big business to swallow 
up little business. Those are some of the things that we are trying 
to find out in these studies. 

There is one thing that I would like to mention, though. In spite 
of all these things that have been said, I think the statistics will show 
that there were more new businesses started last year than in any 
year in our history. 

Let me say in all frankness that I find it a little difficult in following 
some of your arguments. If I understand your figures correctly, in 
your fiscal year 1951 you did $10,000,000 worth of business and you 
had profits of $41,000. The Government took $21,000, which left 
you a $20,000 net profit, if I understood you correctly? 

Mr. Tuomas. Yes, on $10,000,000 worth of business, that is right. 

The CHarrman. And then in the fiscal year 1952, the next year, 
you stepped your business up to $16,000,000. 

Mr. Tuomas. Yes, sir. 

The Cuarrman. And you had profits of $551,000, and the Govern- 
ment took away $320,000, and they left you with $231,000 net profit? 

Mr. Tuomas. Yes. 
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The CHarrMAN. Well, that looks to me like that is doing pretty 
well, a fellow making that change in 1 year’s time ought to be an 
optimist. 

Mr. Tuomas. You think that is doing well? It is so easy to get 
that impression. Do you think that we are doing well when we cannot 
pay a dividend because we have had to expand so rapidly, because we 
have had to develop our product, when we make only 3% percent on 
$16,000,000, and our competition can make 13% percent because the Vv 
happened to be in the game sooner? 

The CHarrMan. Well, I certainly concede that point, and I have 
said here many times this morning that I feel that there is a definite 
advantage to the old companies that have been able back over the 
years to establish their historic record and their base. Yes, I am not 
arguing with you on that. 

Mr. Tuomas. Why can’t I get relief and get my tax base up? Oh, 
yes, by a lot of finagling of these accounts, we might be able to get up 
to 12 percent this year on a $230,000 base, imagine a base of § $230,000 
of profits for $16, 000,000 worth of business. It is ridiculous. ‘The 
base is what is making that difference,there. Our hands are tied. We 
have not been making profits because we have been building and devel- 
oping our business, which puts us in a very unfair position when it 
comes to excess profits taxes. 

I realize that we have to pay taxes, there is no doubt about that. 

You asked some questions this morning and I would like to give 
my viewpoints on them. But, to go back to one other situation I 
would like to bring to your attention, I have shown you why we 
don’t need the other businesses and why we are better off without them. 

Now, I would like to show you this point, that when it comes to 
amortization—what is that law, 5-vear amortization? 

The CHarrMan. Accelerated amortization? 

Mr. Tuomas. Accelerated amortization. All right. Now, when 
it comes to that, a company that has been in business cannot apply 
for that and they cannot get it. The only way that you can get it 
is the stuff that you acquired to do defense work with. Are we 
agreed there? 

The CuarrMan. That is the basis of it; ves. 

Mr. Tuomas. All right. So what do the big boys do? They are 
not fools like us little-business men, but they go out here and they 
get a nice new plant, because they have got the money in their 
pockets, or they can borrow it a lot easier than we can, and they go 
out here and borrow. What do they need, $100,000,000? And then 
they put up a plant, buy machinery and equipment, and give them- 
selves a beautiful set- -up on a 5-year depreciation deal. But what 
happens; how is that going to affect the small-business man 5 years 
from now? That situation will lick him 5 years from now. That 
situation will lick him, because they are going to be so strong and so 
well entrenched that small-business men without relief cannot exist. 

Now, maybe that sounds pessimistic, and I don’t mean it to be 
that way, because I have not given up at all. 

The Cuarrman, I will say this, T agree with you on many things 
you say about taxation, but I certainly do not agree with that state- 
ment. I think it is pessimistic. I think the whole history of the 
country disproves it, and I will be glad to watch it 5 vears hence. As 
a matter of fact, I hope the time will come when we will give plants 
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the right to expand and amortize as they see fit. I think it would 
mean money to the Government. I realize that we have got to wait 
until we are out from under this excess-profits tax before we can make 
such a revision, but I think some day we may have free amortization. 

Mr. Tuomas. Small companies are doing defense work, why not let 
them amortize machinery and equipment? They are using it on the 
defense program. They ‘know that they have small companies stopped 
from going out and buying a whole new raft of machinery and equip- 
ment. They have them stopped on that. 

Senator, are there any questions that you would like to ask? 

The CuHarrMan. I don’t have any more. Do you, Mr. Stults? 

Mr. Srutts. No questions. 

The CHarrman. Mr. Brush? 

Mr. Brusu. None. 

Mr. Tuomas. I heard you ask this morning, 
or what is your suggestion? 

Would you take the time, if you could do it quickly, to tell us why 
it is necessary to tax a cor poration at all? Why tax it at all, if we had 
fortitude enough to put the tax on the people, all of us alike, and then 
we would all know. You know, there is just beginning to be an 
awakening this year of the conse iousness on the part of pe ople knowing 
as to what taxes really mean. 

[ had a man in my office as late as this week who did not know that 
there was $20 a week being taken out of his check for withholding 
taxes. At least he claimed he didn’t know it, and he couldn’t under- 
stand it. 

To me, if we put these taxes—they are paying for them in one sense 
of the word anyway—but if we put them where they belong, and make 
us all conscious of taxes and the taxation cost—I know it would take 
a lot of nerve to do that—but why put it on a poor corporation that 
cannot vote? Why not put it on the people who can vote? 

Mr. Sruutrs. What is the book value of your corporation? Has 
that increased over the last several years? 

Mr. Tuomas. Sure it has increased. We didn’t pay out any 
dividends > 

Mr. Sruutrs. Well, if that were not taxed, would it not be true then 
that you would have a great deal more to pass on to your children 
than would a doctor or a lawyer or a Congressman who is taxed on 
his salary if he had only a salary and no equity building up in a corpo- 
ration? 

Mr. Tuomas. Well, what can anyone get out of a corporation other 
than what it earns, and if it is paid out it must be income; he has to 
pay the taxes on it, doesn’t he? ' 

Mr. Sruurs. Well, if it is taxed, it would seem to me that you could 
sell it at a tremendous profit and take a capital gain, for example, the 
increase in your equity there which is not an alternative, which a man 
employed in a profession, for example, could take. 

Mr. Tuomas. Well, perhaps it is academic, and perhaps it is an 
asinine suggestion—and it probably is—but I will tell you this, though, 
that in this deal with labor, you take your top men in labor, they have 
no more conception of the operation of small business, nor do the V 
care about the operation of small business. They make a cloak, just 
like the tax people do, to fit big steel and the automobile industry, 


what do you suggest, 
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and they set a pattern and they say, “Boys, that is it; take it away. 
If you don’t take it, leave it and get out.” 

They don’t try to adopt, nor do they try to understand the problems 
of small business. 

The CuarrMan. Well, I think we are probably getting afield in dis- 
cussing the theory of taxation. We are here to study the impact of it. 

I think I could give you some thoughts on why corporations are 
taxed differently from individuals, but the thing that we are trying 
to get into is whether we need to revise our system of taxation, particu- 
larly as it affects small business, and that is the story that we have 
asked all of you to tell. 

You have given us a very fine discussion of it and we are indebted 
to you. 

Mr. Tuomas. Thank you very much. 

The Cuarrman. Thank you very much, Mr. Thomas. 

We will next hear from Mr. Anthony. 


STATEMENT OF WILLIAM C. ANTHONY, REPRESENTING ANTHONY 
CO., INC., STREATOR, ILL. 


The CuarrmMan. Will you give us your name, your business con- 
nection and your address? 

Now, I would like for us to make our statements a little briefer, if 
we can, because we are dragging a little. I was hoping to finish with 
at least 10 witnesses before lunch and then that we would have 10 
more to go this afternoon. 

Mr. Antuony. I am William Anthony, board chairman of the 
Anthony Co., Inc., Streator, Ill. I happen to be the founder of my 
business. 

The CHarrmMan. When? 

Mr. Antuony. In 1917. 

The CHarrMan. Yes. 

Mr. Anruony. I don’t know of any better way to tell the story 
than to go down this list of things that was put out on this bulletin 
here. 

T am not an auditor nor am I a lawyer, and IT come here with no 
specific information, but I know the general effect on us. 

The CHarrMan. Let me ask you this, What is the nature of your 
business? 

Mr. Antruony. We are in a strange business; we make something 
that goes on something that somebody else makes. We make dump- 
ing bodies for motor vehicles. 

The CaatrMan. All right. How many employees do you have? 

Mr. Anroony. We have approximately 400 employees. 

The CHarrMan. All right, sir. 

Mr. Anrnony. And up until the time of the war we were doing 
approximately from $100,000 to $125,000 business a month. During 
the war we happened to have the now -how and some facilities that 
fitted in very well with the defense program, and during the war we 
acquired new facilities under a certificate of necessity, and we came 
out with a very unhealthy debt structure, and approximately a half 
million dollars worth of business a month, 


98299 52 pt. 1 





412 TAX PROBLEMS OF SMALL BUSINESS 


In order to sustain that and keep from going broke, and maybe 
meet our loans, we attempted to sustain that business at that level. 
We have been doing that, in effect, ever since. 

We came out of the war with these increased facilities that we had 
to keep up with and with the machine tools that we went into the 
war with totally worn out; so, not only at the end of the war did we 
have this unhealthy debt structure, but we were faced with a matter of 
replacement of a very substantial amount of machine tools in order 
to stay in business. 

We have not paid a dividend since 1938. It is a family business. 
Even so, it has been somewhat difficult to keep the stockholders in 
line. 

At the moment we are considering shrinking our operations in order 
to live within a healthier structure, ‘and it is bei ing considered that we 
will drop a number of the lines that we have developed in order to 
take up the seasonal lags—I will put it that way—these lines that we 
have developed in order to take up the seasonal lags that we used to 
have. 

In making truck equipment of that sort, it sells very readily through 
the summertime, and then, come fall and early spring, there are no 
sales. We developed these other lines, and we are dropping them now. 

The tax structure has-been such that we have been very acutely 
aware of the inability of a company to grow from earnings. We have 
only been able to meet the situation through good banking connec- 
tions and patient banking connections. 

I can understand what this means when it says that small corpora- 
tions are searching umbrage through mergers, either mergers or sales 

Another thing: The stock being closely held, if a death occurs in 
the family, it might not only wreck the family, but wreck the business. 
Therefore, it may be the prudent thing to put it on the block and get 
what we can for it now. We have been thinking about that too. 

Our business, by and large, has been profitable over the years, but 
the tax structure being what it is today, I would hate to go into 
business now with the idea that I was going to grow. It just cannot 
be done. Taxes have got to be paid, of course. 

It has not been mentioned this morning, but I can look beyond 
that as to what the taxes are spent for. I lived in it off and on for « 
period of a good many years. We support the governments over 
there, and they produce goods and then sell them to Russia, and, 
when I see that, I just wonder whether my tax bill goes for a good 
purpose. This is not criticism, but it is sort of what goes on inside 
of a fellow. He has to pay those bills, and when he sees what is done 
with it he doesn’t like it. 

Mavbe I could be more specific, but here we are with a little business 
that we may just have to wind up because we cannot see our way out 
of this tax mess. That is the way I feel about it. 

The CuarrMan. I would like to say just this with reference to what 
vou say about our helping governments whose businessmen manu- 
facture goods that they sell to Russia. As a matter of fact, we have 
a law on the statute books that provides for the cutting off of aid to 
any country that does that. That has to do with goods that we forbid 
them to sell, and we make a listing of them. I am of the opinion that 
it is being pretty rigidly enforced. 

Mr. AntHony. Well, I am not speaking of any specific case. 
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The CuarrMan. That is just it. I think the trouble is that we do 
generalize too much on that. I just don’t think the actual facts sustain 
the charge. There is some trade, naturally, because there are some 
things that just have to be traded that w ay, but we tie it up so that 
unless it is in accord with our own national sec urity we forbid the 
trade. 

Mr. Anruony. Well, we have had some buildings, some facilities 
besides machine tools during this interval, and that has been a very 
real problem. We have done it on borrowed money, and that has 
to be paid back some day. 

The CuHarrMan. Yes. I recognize the problems that you point 
out, and we have had many similar stories told to us. 

Mr. Sruurs. Incidentally, if I may break in, Senator Sparkman is 
a member of the Joint Committee on the Economic Report, and also 
is the chairman of this committee. He proposed and supported the 
recommendation of the Joint Committee on the Economic Report for 
a $10 billion cut in the budget for the fiscal 1953, showing the fact that 
many Members of the Senate are very aware of this matter. Even 
if they were not aware of it as businessmen or as representatives of the 
constituency, at least as politicians they recognize the fact that it is 
not too palatable to have tax burdens this high. I think Senator 


Sparkman is going to vote against expe nditures that he would have 
liked to have made very much, and that he feels are very valuable, 
just because he recognizes this problem. Is that a fair statement, 
Senator? 

The Cuarrman. Yes. I am as strong an advocate as anyone for 
cutting down Federal expenditures and reducing this tax load just as 


soon as we possibly can. 

And furthermore, I am not pessimistic on the outlook, assuming 
that we don’t get into a hot war, and I don’t think we will get into a 
hot war. I believe that, too, but, by burdening ourselves as we have 
done with this tremendous load, and building up our strength, | 
think perhaps we may have passed that point w hen the cold war might 
have been converted into a hot war, and, in the absence of a hot war, 
I see no reason why within 2 vears’ time we should not reduce taxes 

Mr. Anruony. I hope that is true. 

The CuHarrMan. I think it will happen. 

Mr. Anrnony. We must have some incentive, some reason to live. 

The CHarrMAN. I agree with you. 

Mr. Anruony. Thank you. 

The CHarrman. Thank you, sir. 

We will now call Mr. Davison. 


STATEMENT OF THOMAS E. DAVISON, REPRESENTING HART 
SCHAFFNER & MARX, CHICAGO, ILL. 


The CuHartrmMan. Would you give us your name, your business 
connection, and your address for the record, please, and then go ahead 
in your own way? 

Mr. Davison. My name is Thomas E. Davison, and I am comp- 
troller of Hart Schaffner & Marx in Chicago. However, I am not 
appearing as a representative of Hart Schaffner & Marx, but I am 
appearing as a member of the Federal tax committee of the Lilinois 
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Manufacturers’ Association, which represents between 2,000 and 2,500 
small-business men and small manufacturers in the State of Illinois. 

I am going to be very brief, because I have only a few notes here, 
In the first place, we would like to recommend that we get back to 
the graduated scale of $5,000 on the tax returns for the ‘small man, 
because so many of them are only making $5,000 and $10,000 a year 
before taxes. That would help the small-business man a good deal. 
' The next thing we would like to see would be to have section 102 
kicked out, because some of these small companies cannot distribute 
70 percent of their earnings. They should have money for new im- 
provements and, of course, if they prove that the Revenue Department 
will allow it anyway, but the whole thing should be kicked out. 

Mr. Stunts. Would your manufgcturers’ association feel that it 
would be fair to say that section 102 meets a very real problem, and 
that is to get at evasion? Now, how about if we were able to clarify 
section 102 to the extent that a businessman or his comptroller could 
sit down, look at a book, and measure himself up against a yardstick? 

Mr. Davison. Well, you see, you have had section 102 on the statute 
book for about 8 or 10 years now. 

Mr. Stuits. 1913, wasn’t that the first one? 

Mr. Davison. I mean, it died out and then was revived. In most 

‘ases it was never enforced upon small companies, but the small-busi- 
ness man is always worrying about the fact that it might be enforced. 

The Cuarrman. Well, let me ask you this: Have you been in here 
all morning? 

Mr. Davison. Yes, sir. 

The CuHarrMan. There have been two or three cases stated——— 

Mr. Davison. Yes; and I am going to remark on a couple of those, 
too. 

The CuarrMan. One of them said that his company had not paid a 
dividend since 1931, but they plowed it all back into the company. 
How did be get around section 102? 

Mr. Davison. Well, there is a provision that if he can prove to the 
agent who reviews his return that he has had to plow it back into im- 
provement and new buildings and so forth, then it can be done. 

The CHarrMAN. He expanded six times. 

Mr. Davison. They pass it up, but so long as it is being passed up 
so much, the little fellow en ls, “I won’t build a new building at this 
time, maybe I will next year; but why don’t they kill it entirely? 

Mr. Stutts. You feel iti is et of a Damocles’ sword——— 

Mr. Davison. Yes; it is a damper on the small man. 

The CuairMan. All right, sir. 

Mr. Davison. Now, the next thing is that we ought to cut out the 
double taxation on dividends; when they pay dividends, the stock- 
holder should get credit for the tax the corporation paid. You will 
get just as much in the way of taxes and maybe a little more, because 
some of the large stockholders, such as those in United States Steel 
Corp., are going to pay exorbitant income taxes. They will get up 
into the 75- or 80-percent bracket. But it will help this little man 
out, and it will help the other fellow, too, but not to as great an extent 
as it will the small one. 

Now, the next thing I have here is to get these estate taxes adjusted 
downward. Something should be done about that. Take a small 
cosporation that is family-owned—there was a man here this morning 
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whom I know who is about 65 or 70 years old, and I know that he 
owns a large portion of his corporation’s stock, and I have actually 
known a number of cases where the head of the family died and the 
rest of the family had to sell the stock to General Motors, United 
States Steel, or Westinghouse, or some large company, in order to 
enable them to pay their inheritance tax. 

Now, if those taxes were cut down they would not have to do that, 
or if they had been given relief in this double taxation on dividends, 
the small corporation could have paid and the stockholders would have 
had more money to take up estate taxes. 

Now, you fellows can say, ‘Well, these small companies should 
take out insurance to protect the heir when the father dies,’’ and so 
on; but the small-business men are not insurance-minded, they don’t 
take out insurance to pay for inheritance taxes. 

Now, the next thing is on improvements and equipment, and most 
of the fellows have covered that. Outside of buying equipment 10 
years ago—and you have to pay three times as much money for it 
today—we have those problems, all industry has, and there is not 
much that can be done about it, I guess, 

But that is about the extent of my recommendations: to get down 
to this smaller formula in the small-taxpayer bracket, the small corpo- 
ration, to do something about section 102 and to do something about 
the estate taxes. 

I have been with my own company since 1918, and I have handled 
all of our tax matters since that time, and I think that Chicago has 
one of the fairest tax groups of any place in the country, and, if that 
fellow from Milwaukee got a bad deal, he did not get it through the 
Chicago office, because they are pretty fair-minded people here. 

When you think about all of this controversy and the things that 
happen in Boston and the things that happen in St. Louis, and the 

things that happened in San Francisco, that we didn’t have happen 
in Chicago, I think the men in Chicago should be complimented. 

Thank you, Senator. 

The Cuarrman. Thank you, Mr. Davison. Is Mr. Rau here? 

Mr. Srutrs. No, Mr. Rau is not in the room. 

Senator, Mr. Harrington is present, and he is associated with Mr. 
Davison, with the Illinois Manufacturers’ Assoviation. 

The Cuatrman. He is next on the list anyway, so come right 
around, will you please, Mr. Harrington. 


STATEMENT OF JOHN HARRINGTON, REPRESENTING ILLINOIS 
MANUFACTURERS’ ASSOCIATION, CHICAGO, ILL. 


The CuHarrMANn. Will you give us your name, your business con- 
nection, and your address, Mr. Harrington? 

Mr. Harrineton. My name is John Harrington, and I am associate 
counsel for the Illinois Manufacturers’ Association. 

Mr. Sructs. If I may break in, Senator, the Illinois Manufacturers’ 
Association has been most helpful to us. Most of our witnesses today 
have been suggested to us and recommended to us by this group of 
people, and they have been most helpful. 

The CHarrMAN. We certainly appreciate that, Mr. Harrington. 

Mr. Harrineton. Well, about all that I want to say is that in 
addition to those who have testified here today we have received 
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letters from a great many more of our members, all of them classified 
as small manufacturers. The testimony that they would give would 
be just repetitious. The same questions that have been brought up 
here this morning have been raised in all of their letters: the difficulty 
of expansion, the fear of section 102, and the estate-tax problems; 
so I think there would be no point in reading a lot of those letters 
into the record, but I do just want the record to show that, in addi- 
tion to those who have been here, we have received the same state- 
ment from a large number of our members. 

The CuarrMaN. Fine, Mr. Harrington. Thank you very much. 

Mr. Harrinetron. Thank you for the opportunity to appear before 
you. I am submitting several letters from our members to be in- 
cluded in the record of the hearings. 

The CuarrMAN. Fine; they will be inserted at this point. 


CENTRAL FiprRE Propucts Co., Inc., 
Quincy, Ill., May 8, 1952. 
Mr. James L. DONNELLY, 
Executive Vice President, Illinois Manufacturers’ Association, 
120 South La Salle Street, Chicago, Ill. 

Dear Mr. DonNELLY: One of the most important things about the impact 
of income taxes is the fact that corporations are not able to provide enough 
working capital to replace obsolete equipment which they depreciated on the 
old cost basis with new equipment at much inflated reproduction cost. If de- 
preciation could be figured on replacement cost that would be ideal. In the 
years in which our earnings are overstated due to inflationary aspects we could 
retain the greater portion of the earnings in the business. It is possible that if 
inflationary trends continue that business might slowly disintegrate. 

Yours truly, 
CENTRAL Fisre Propvucts Co., INc., 
J. Earu Presson, Controller. 


RADIATION CouNTER LABORATORIES, INC., 
Skokie, Ill., May 12, 1952. 
ILLINOIS MANUFACTURERS’ ASSOCIATION, 
120 South La Salle Street, Chicago, Jil. 
(Attention: Mr. James L. Donnelly, executive vice president.) 

Dear Mr. DonneELLY: The Radiation Counter Laboratories, Inc., of Skokie, 
Ill., would like to bring out for your presentation to the United States Senate 
Small Business Committee on the hearing to be held May 15, in the customs- 
house, Chicago, Ill., a few pertinent facts that may be of help in firming up your 
program. 

With the impact of high income and excess-profit taxes it is almost an impossi- 
bilitv for a small company to either expand its facilities or to effect an intelligent 
replacement program. The small business today, operating under this excessive 
tax burden, has little if any choice whatsoever in making the necessary progress 
through earnings without the help of governmental financial loans or merging with 
larger organizations that have earning reserves created prior to the years of 
excess-profit taxes. Therefore, it would be our opinion for presentation to the 
committee that the excess-profits tax be suspended and that a special provision 
be given to those businesses whose earnings are not in excess of $50,000 per 
year. This could be accomplished through an accelerated amortization program 
of the company’s facilities or through a scaling-down of the normal and surtax 
corporate-tax brackets. 

If small business is to survive in this country, immediate measures must be 
taken by our representatives in Congress that will be directly pointed to the 
small-business organizations. 

Your presentation on our behalf will be sincereiy appreciated. 

Very truly yours, 
H. N. Srewart, Treasurer. 
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Wm. J. Stanae Co., 
Chicago, Ill., May 14, 1952. 
Mr. James L. DONNELLY, 
Executive Vice President, Illinois Manufacturers’ Association, 
120 South La Salle Street, Chicago, Ill. 


Dear Str: This refers to the IMA Bulletin of May 6, 1952, about the hearing 
on May 15 concerning the impact of Federal taxes on small corporations. 

While we do not believe we have sufficient time to prepare testimony, we would 
like to have you consider the following items which you may incorporate in a 
statement to be presented on behalf of the association by your general counsel as 
suggested in your bulletin. 

Item 2 of your bulletin concerns us particularly—the inability to retain suf- 
ficient earnings for expansion and modernization of buildings and equipment. 

Obviously, where a fair share of stock is owned by the public, as in our case, 
some return to shareholders has to be made each year when earnings are shown. 
They expect and have a right to expect a fair return on their investment. How- 
ever, our company is not in the position of big corporations to obtain working 
capital either by selling stock or obtaining bank loans over extended periods. 

We can obtain bank loans for reasonable outlays for modernization of our plant 
and equipment but such loans are required to be short-term loans and must be 
paid out of net profits after taxes. This means that we can only make piecemeal 
improvements to the extent of what little may be left after taxes. In the year 
1951, 62 percent of our earnings were allocated for Federal income taxes and we 
retained only 38 percent. We had to borrow money in March and probably will 
borrow again in June to pay installments due on our 1951 income taxes. 

A good share of our earnings has to be retained to finance larger inventory and 
accounts-receivable requirements. What we cannot finance from earnings, we 
are required to borrow on short-term paper. These requirements stay high in 
an inflated economy where capital has been geared to normal requirements of 
peacetime years. 

Good management requires that we cannot extend our borrowing beyond 
reasonable limits and the loaning agencies naturally do not want to loan beyond 
reasonable amounts. 

The net effect of the tax situation is such that we cannot expand or modernize 
as we need such additional facilities. This, in turn, hurts other business and results 
in loss of profits and wages. 

Our management naturally feels it wants to pay its fair share of the tax burden 
but the tax situation has reached a point where it is not mere taxation but confis- 
cation. Further, the evidence strongly indicates that taxes could be easily cut 
with just a littie common sense applied to Federal expenditures. 

Specifically, management has been considering adding a storage building to 
meet our expanding needs, but has held off due to the inability to finance such an 
expenditure—we do not have enough left over after income taxes and we cannot 
expand our bank loans safely to meet the cost of this contemplated improvement. 

Item 6: This item affects all corporations to a marked degree, and there has 
been so much written on the subject that we couldn’t add anything to what 
already has been presented thereon. 

Item 7: This item directly affects us. We have met this problem only partially 
by the purchase of life insurance on lives of certain officers. The cost of premiums 
however, is extremely high and is not deductible for tax purposes which necessi- 
tates payment from net profits after taxes. If the company were to attempt to 
set aside a reserve to provide for contingent purchase of stock, it apparently would 
run afoul of section 102. In our company, certain shareholders who are not officers 
own substantial amounts of stock, and in case of the death of one of these share- 
holders, a real problem would ensue due to the thin market of a stock of our type 
and probably necessitate sacrificing stock much below its real value in order to 
obtain funds for death taxes. 

The items mentioned herein have only been partially discussed but probably 
sufficient to indicate our problems caused by the tax picture which, we are sure, 
are similar to many small corporations. 

We are heartily in accord with the efforts made by the Illinois Manufacturers’ 
Association to bring these problems before the Senate Small Business Committee. 

Very truly yours, 
Ear. M. Jounson, Comptroller. 
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ILtiInois MANUFACTURERS’ ASSOCIATION, 
120 South La Salle Street, Chicago, Ill. 
(Attention: Mr. James L. Donnelly, executive vice president.) 

GENTLEMEN: This will acknowledge your May 6 bulletin, telling of the May 15 
hearing before the Senate Small Business Committee, and you asked for sugges- 
tions, regarding the various points listed in your bulletin. 

No. 1. There is no question in our minds but that the high corporate income tax 
and excess-profits tax is draining off so much of the profits that it is practically 
impossible for a small business to expand out of retained profits. 

No. 2. I believe our own company is rather typical, as it is a closely held 
corporation located here in a small town of 1,600 people. We employ around 250 
and have been in business for 30 years. We started operations in small steel-clad 
buildings on leased railroad ground. Five or six years ago we started a new 
factory- and office-building program on acreage that we had purchased for that 
purpose. We have spread our building program over a number of years and have 
tried to finance the program entirely from profits. However, the volume of 
business has expanded to quite an extent and as a result we find that quite a 
problem has developed for working capital, because of the combination of high 
taxes and an increase in our volume of business and attempting to put up new 
buildings and modernize our equipment. 

No. 3. There is no ready market for the sale of stock in a closely held corpora- 
tion as the returns are small after taxes—especially when the per share value of the 
capital stock is high because of retained earnings through the years to build up the 
business. 

No. 4. There is always in the mind of smaller companies, like ourselves, the 
question of ‘‘what’s the use?’’ It seems the more business vou do and the more 
employment you provide, the less the corporation has at the end of the year, 
because of the excessive tax burden. Even though it is possible to drain off some 
of the profits in the way of salaries for the owners of the business that are active, 
they are taxed heavily on their personal incomes, and then again taxed on the 
dividends they receive from their stock holdings in the corporation. 

No. 5. In our particular situation, there is no problem so far as distributing 
earnings, because we are using these earnings in our building program and in the 
expansion of our business volume. 

No. 6.—There is a definite problem to all manufacturers so far as a proper 
allowance for depreciation and obsolescence on machinery. On a machine costing 
$1,000 that is depreciated at the rate of 5 percent a year, at the end of 20 years the 
machine would no doubt be of very little value and it probably would cost twice 
as much to replace the machine, and this is typical of practically all factory 
investments. 

No. 7. There is a definite problem in closely held corporations where the death 
of a principal stockholder would create a requirement of purchasing the stock of the 
deceased stockholder. The high taxes would make anyone question the desira- 
bility of investing in a situation of this kind. 

In summary, it seems to us the tax structure has gotten to the point where there 
is no incentive for anyone to go in business any more. It is better to go and work 
for someone else or work for the Government and let the other fellow worry about 
paying taxes and meeting payrolls and other business problems. Naturally, 
anvone can see that if this type of thinking continues and we do feel seriouslv that 
it is quite prevalent among the students coming out of high schools and colleges, 
that sooner or later we will all be working for the Government and there will be 
no one left to make a profit and pay taxes to support us. I suppose at this point 
we will be completely ready for communism or a dictator tvpe of government and 
T am not too sure but what we are pretty close to that situation now. (Name 
deleted by request.) 


The CHatrMan. Now, is there anyone who needs to get away this 
morning, or will it be convenient for all of you to come back this 
afternoon? 

Mr. Poteeter. I would like to be heard this morning if I may. I 
have a 3-o’clock train to catch this afternoon. 

The Cuarrman. Then we had better hear from you now. 
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STATEMENT OF GEORGE POTGETER, REPRESENTING IOWA INDE- 
PENDENT GRAIN DEALERS ASSOCIATION AND IOWA ASSO- 
CIATED BUSINESSMEN, INC., STEAMBOAT ROCK, IOWA 


The Cuarrman. All right. Will you give us your name, your busi- 
ness connection, and your address for the record, please. 

Mr. Porcrrer. Yes; certainly. My name is George Potgeter. I 
live in Steamboat Rock, Iowa. I have altogether a new proposition 
to place before you. I agree with everything that has been said up 
to now, but I think that I have a way to get some more money, 
Senator, and I think that is very important, in addition to what you 
are getting now. 

In addition to representing myself, I represent the Lowa Associated 
Businessmen, Inc., and the Iowa Independent Grain Dealers Asso- 
ciation of lowa. These two organizations are composed of people like 
myself, who are small-business men, engaged in many lines of small- 
town business. I am appearing here today to speak for these organ- 
izations and their members, and also for myself as a small-business 
man. 

From what I have heard so far this morning, I don’t think there has 
been a really small-business man here. I live in a town that has a 
population of about 390 people and I have 6 employees. 

The CuHatrMan. Well, we had one here this morning who had 20. 

Mr. Porcrtrer. Well, that is getting down to it. 

As I say, I am appearing on behalf of these two organizations as 
well as for myself. Most of the men in these associations are business- 
men about my size. 

Of al) the problems facing the small-business man today, the one 
that overshadows all others is the inability to create capital out of 
earnings after taxes, or to retire capital indebtedness out of income 
after taxes. 

All small business—and this would include practically every busi- 
ness in the State of Iowa—started on borrowed capital which the 
proprietor hopes to retire out of earnings. 

The banks certainly won’t loan you money for any longer than a 
lifetime. Up to now this has been possible to do in approximately 
one man’s lifetime, but today it is impossible. As a result, any young 
man wishing to go into business by buying out a going concern, even 
though his credit rating may be entirely satisfactory, cannot do so 
because tax liability so reduces his net earnings that supplie rs of capital 
will loan him only a nominal amount. So-called ‘big business’ is 
organized, expanded, and perpetuated by the investment of outside 
capital by outside people. This is something small business cannot 
do. It must create all of its capital out of earnings. 

However, this is not true of all businesses in Lowa. We have a 
form of business which is expanding tremendously, due to the fact 
that it can retain its earnings for either retirement of capital debt or 
capital expansion, because it is entirely, or almost entirely, exempt 
from income tax, and that is the cooperative corporation. 

These cooperatives enjoy all the privileges of a corporation, and 
they are incorporated. They also enjoy all the privileges of a partner- 
ship, inasmuch as their taxes are figured as though they were a part- 
nership. As a result of that they can pile up an unlimited amount of 
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money tax-free, and plow it back into the business with which to 
expand. 

I want to recall to you what I think Senator Humphrey, who is a 
member of your committee, said one time, when he said this in 
justifying his vote permitting the continued tax exemption of coop- 
eratives, he said ‘They must have this tax exemption in order to 
create working capital. They could not exist without it.’’ 

That is correct. The cooperative element must have that exemp- 
tion in order to live, but right on the other side of the street, my 
little business must have that also. But we don’t have it. As a 
result of that, small businesses like mine are being liquidated and 
sold out and absorbed by the cooperatives who have this tremendous 
ability to pile up this money. 

For instance, I have a brother who owns a plant in Eagle Grove, 
Towa, and he has operated it since 1929. We have no complaint so 
far as competition is concerned, because we get our share of the 
business, and we have made money and paid a lot of taxes, and are 
just about out of debt. But my brother is now under tremendous 
pressure from the cooperative elevator across the street, whose latest 
statement showed a surplus cash on hand of $72,000 accumulated 
out of tax-free profits. It is just lining its bank account with these 
tax-free profits. They want to buy us out, and they are using every 
method under the sun to do it. We don’t want to sell out. The 
amount of money that my brother gets from this business keeps my 
brother, who is in ill health and is livi ing in Phoenix, and if he sells it 
out it would not give him enough to live on. 

We have even had some good farmer customers who have come to 
us and asked us not to sell out. They tell us that they want com- 
petition. 

The cooperatives, with so many free dollars—and I say not only 
cheap dollars, but free dollars—can buy this thing out and pay any 
price and retire it out of tax-free earnings. That is the big problem 
that is facing Iowa business today. 

The Cuarrman. Well, let me ask you this question, Mr. Potgeter, 
under the law as we amended it last year, that surplus cash on ‘hand 
of $72,000 is not tax-free, is it? 

Mr. Porcrrer. Certainly, all they have to do—I have the state- 
ment here—they just divide it up and give every farmer a slip of 
paper, and he puts it in his vest pocket, and it adds up to just the 
same amount of the surplus, and they have allocated it. They don’t 
put out the money, they keep the money and the farmer puts the 
piece of paper in his overalls. 

The CHAIRMAN. That is true, but the individual owner of the 
cooperative pays the tax on it. 

Mr. Porcrerer. Presumably. 

The CHarrman. Well, the law requires that they report it. 

Mr. Poreeter. Do you think they do, Senator, in any measure? 

The CHairMan. Well, yes; I should certainly think they would. 

Mr. Poreetrer. Well, for instance, in Grundy Center, which is 
the county seat, one of the lawyers just recently had a very severe 
heart attack, because all of his farmer customers have been required 
to pay income taxes on noncash patronage dividends. The lawyer 
had told them when they were filling out their income taxes in the past, 
“Well, they probably won’t check you; you are on a cash basis; you 
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just report it when you get the money,” and they gave them various 
other reasons for not reporting, 1 don’t know why, but they have 
pot been doing it, and the Treasury Department is now getting after 
them to make them pay it, and they are going back to their lawyers, 
and all hell is popping as a result of it. 

The CHairMAN. Well, that has just been the law for 1 year. 

Mr. Porcerter. I am not too sure. 

The CHairMAN. That was written into the law last year. 

Mr. Poraerrer. The dividends in the hands of the farmers were 
taxable before, weren’t they? That is clearly set forth in the Treas- 
ury’s Income Tax Information Release No. 2 of April 13, 1950. 

The Cuarrman. I may be wrong, but I don’t believe so. They 
were counted as refunds, weren’t they? 

Mr. Porcrrer. Well, in any event, it does not change the fact—— 

The CuatrMan. We will not argue that point, but Jet me ask you 
this question: one of the recent witnesses suggested here—in fact, it 
has been suggested two or three times—that we ought to change this 
double taxation of dividends, and I agree with you, | think it ought to 
be changed. I don’t think it should ever have been set up, and if 
we ever get to the point where we do that, that will take care of your 
situation. 

Mr. Porcersr. Well, as bad as the Government needs money to 
continue this cold war that may become a hot war, if you were to take 
that off it would mean about $16 billion less for you. 

The Cuarrman. You mean by taking off double taxation? of 
dividends—$16 billion? * Ba 

Mr. Potcrrer. I am just making a rough guess from my memory. 

The CuarrMan. Well, that sounds like a whole lot of money. 
It depends on which end you take it off-——— 

Mr. Porcerer. Well, anyway, it would be an awful reduction. 
You.are looking for a place to get some more money, and if you were 
to tax the ceoperatives who are sliding by, you could have 1 billion 
more and it wouldn’t hurt it any more—it wouldn’t hurt them. I pay 
it and they can pay it. They are just across the street from me. 

Now, here is a cooperative, the Farmers’ Cooperative Co. of Dike, 
Towa, a town of about 700 people. It was organized in 1939, and at 
that time it had a net worth of $5,647. In 1950, 11 years later, it had 
a net worth of $392,635, an increase in 11 years of 6,950 percent, every 
dollar of which represented profits on which no income tax was paid. 
This is shown by their own financial statement. 

Here I am borrowing money to pay my income taxes, just like all the 
otber fellows, or I am using the cash that I should be keeping in my 
business to improve it for paying taxes—it is about the same thing. 

Just think, they made $390,000 in 11 years, and they were all out 
of tax-free profits. 

Every little town and every county in Iowa shows the same 
story. They are expanding rapidly. 

For instance, during the past year I had a good friend in the lumber 
business in Hubbard, Iowa, who was forced to sell to the cooperative 
elevator in the same town because the cooperative threatened to 
build a new lumber yard out of their tax-free profits if he did not sell 
out to them. He said, “I don’t want to sell.” and they just said, 
“Very well, we will build one here.’ So he sold. 
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So the next year they went over to another town and told the fellow 
there that they were going into the lumber business unless he wanted 
to sell out. They told him that they would give him so much. They 
have all of these tax-free dollars laying around to do it. He finally 
sold out to them. 

I had an elevator in Ellsworth, Iowa, and I sold out to my coopera- 
tive competition solely for the reason that I could no longer compete 
with them while they were on a tax-free basis. They were right 
across the street for 17 years. We got along all right, the business 
was pretty well divided, but we were in a terrific tax proposition. 
We had no base, we were incorporated, and we had to give this up. 
We went through all of the agonies that have been described here, 
and I could even add to them. We finally sold out to them. They 
had a net worth of maybe $10,000, $15,000, or $20,000. This co-op 
that we sold out to 4 years ago the Ist of June—today their statement 
shows a net worth of $248,000, and that was all done in 4 years. 
Just think of it. 

Then there was the Pocahontas Co-op which got so big that they 
went out in the country to the town of Pulver, where there was a little 
guy, a salesman and his wife—she kept the books and he did the work— 
and they said they wanted to buy his place. He said, “I don’t want 
to sell.”” They offered him $3,000, and this salesman paid $30,000 
for the plant. He finally inveigled $20,000 out of them. They 
squeezed him out. 

That is your cooperative octopus, absorbing all of private enter- 
prise, all of the institutes that had been making the money to furnish 
the Government the money to defend itself. 

The CuarrMan. Well, I know this is a real problem, Mr. Potgeter, 
that you are arguing. But here is a point that I have never been able 
to reason through satisfactorily in my own mind. All of the com- 
plaints are always directed toward the Federal Government, yet there 
is not a single one of those cooperatives that does not exist by virtue 
of a State law which authorized it. It is not quite as simple when you 
get into Federal legislation as a great many people seem to think it is. 
It seems to me that, if you want to cure the cooperative situation, you 
have got to start with your respective State legislatures in redefining 
what a cooperative is. 

Mr. Porcrrer. I agree with you that we have done it. However, 
that State legislation is largely based on the result of Federal legislation 
back in 1916, setting up the cooperative corporations, isn’t it? 

The Cuarrman. No; it came the other way around. Let me say 
this: As I understand it, it grew this way: It always has been a tax 
policy generally throughout the country not to tax educational, 
eleemosynary, charitable and religious institutions, and gradually 
nonprofit organizations. Your State laws then-started defining what 
various nonprofit organizations were, and they branched out into all 
kinds of cooperatives and set up a special law so as to give it a kind of 
in between corporate and partnership status, and it was extending this 
provision relating to nonprofit organizations that gradually wrapped 
up these cooperatives that were organized under the statutes of their 
respective States, and the result is that the thing has become tangled. 

While we are on the subject, partnerships have increased just like 
that, too, and you don’t tax them, and nobody urges that the Federal 





TAX PROBLEMS OF SMALL BUSINESS 423 


tax law be changed so as to tax partnerships. Now, a cooperative, in 
its pure sense, is a partnership, made so by State law, more or less, 
and I just offer that for you to think through, because it seems to me 
that a great deal of the argument with reference to the taxation of 
cooperatives is misspent, because they don’t start back where the 
cooperatives start, and that is in your State legislatures. 

Mr. Porererer. Well, I don’t agree with you, Senator. I would like 
to reply this way, in the first place the Treasury regulations designate 
whether that cooperative’s net results of their operations are profits 
or savings. It is a Federal regulation, not a State law. 

The CuarrMan. Well, if your State laws had never authorized the 
setting up of this as a nonprofit organization, the Federal regulation 
would never touch it. 

Mr. Porcerer. Well, a great many cooperatives are not organ- 
ized under any special statute. They are organized under the 
ordinary business corporation act of their respective States. The Vv 
are ordinary business corporations with a set of cooperative bylaws 
and the only reason they are not required to pay Federal income 
taxes | is because they are specifically exempt therefrom by section 
101 (12) of the Internal Revenue Code. State law has nothing what- 
soever to do with it. The courts have repeatedly held that the 
Federal taxing power is not restricted by definition or status deter- 
mined under State law. The Supreme Court has held that what was 
technically a partnership under State law may be taxed by the Con- 
gress as a corporation. The answer to your other statement is that 
the cooperative enjoys all of the privileges and benefits of a 
corporation. 

The CHarrMAN. Yes, I said that. 

Mr. Porerrur. Nobody else can enjoy them without paying 
corporation income taxes except this one little group of outfits due 
to special Federal legislation. 

The CHAIRMAN. Yes, I said that it is a special status that your 
State legislatures give to it. It was given, in your case, by the State 
Legislature of Iowa. The Federal Government had nothing to de 
with it. 

Mr. Porgrrer. I cannot agree. The State Legislature of Iowa 
cannot restrain the taxing power of the Federal Government. If 
you are right, why is there all the argument in Washington as to 
whether they shall tax them or not? 

The Cuarrman. Well, I am saying that a lot is wasted because 
they don’t start at the right place. The place they ought to start. 
is with the State legislature. 

Mr. Porarrer. The State legislature cannot impose a Federal 
income tax. Couldn’t it be corrected by Federal legislation? 

The Cuarrman. Well, the Federal legislation cannot possibly say 
to the State of lowa, “You are wrong, you cannot set this up like 
that.” 

It may be that they can reform some of their regulations, but it is 
not as simple as a lot of people think it is. 

Mr. Porarrer. The Federal Government can tax the income of 
commercial corporations regardless of how the State sets it up. The 
Federal Government supersedes the State government in Federal 
taxation and other Federal activities. 
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The CxHarrman. Oh, no; it is the other way around. You know 
that I am a States’ rights man. We had the States before we had 
the Government, the Federal Government. 

Mr. Porcerer. Well, so am I; but it is a lost cause, Senator. 

The CHarrMan. No; it is not: 

Mr. Porcerer. I have some more stuff here that I wish you would 
put in your pocket and read. 

The CHairMan. I have read ahead of you and I appreciate your 
statement. The balance of your statement may be placed in the 
record. 

(The material referred to above follows:) 

From what I have read in the paper about the purpose of this com- 
mittee, I believe that I am right in assuming that its real purpose is 
to discover what is the incidence of the present taxation upon small- 
business men like myself. I have, therefore, been very happy to be 
able to come here and give you these facts. I have done so because 
I believe that this committee is interested in finding out what is the 
matter with small business in this country, and I have attempted to 
outline to you one of the most serious things that confronts us, namely, 
the inability to acquiry working capital or to pay off capital debts 
while our competition across the street or around the corner is able 
to do so because they are excused from paying all or most of what a 
pormal business would pay in Federal income and excess-profits taxes. 

One of the reasons I came here today is because I understand that 
the chairman of this subcommittee, Senator Robert C. Hendrickson 
of New Jersey, was one of the Senators who voted on the floor to at 
least partially put an end to this present tax injustice that exists 
between private business and cooperative corporations. 

I am very proud to say that our own two Iowa Senators, Hon. 
Guy M. Gillette and Hon. Bourke B. Hickenlooper, one a Democrat 
and the other a Republican, were also among those Senators who 
voted to terminate this present injustice, and as a result have won 
the admiration and respect of businessmen, farmers, and taxpayers 
alike, all over the State of Iowa. 

I appreciate that this committee is not primarily organized to write 
or present tax legislation. As a matter of fact, I appreciate that at 
the present time with our boys in Korea, including my own son, with 
our foreign commitments and the need to build a strong national 
defense, there is probably little that anyone can do at the moment 
about reducing taxes. 

But there is something that you can do and that the members of 
the United States Senate can do about eliminating the tax discrimina- 
tion that has been permitted to. creep into our tax laws, although I 
don’t believe it was ever intended to have the unfair competitive effect 
that it has come to have as the result of present high taxes. I hope 
that this committee, in its sincerity to do something constructive for 
the small-business men of this country, will carry back to the Senate 
and the tax-writing committees of Congress the demand of small-busi- 
ness men that legislation be enacted that will require all business 
corporations, including cooperatives and other similar mutual profit- 
making businesses, to pay Federal income tax on their corporate earn- 
ings in the same way and on the same basis as is required of the rest 
of us. If you will do that you will be rendering a great service to the 
small-business men who, I presume, you are here to serve. 
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The Cuarrman.. As I said, I appreciate your statement, but I do 
wish you would give a little thought to what I suggested about starting 
back with the State legislature. 


Mr. Poteetrer. We are working on the State, and also the 1951 
amendment I referred to. 


Additional information supplied by Mr. Potgeter follows:) 
y 


Geo. PorceTer Co., 
Steamboat Rock, lowa, May 28, 1952. 
The Honorable Joun J. SPARKMAN, 
Senate Office Building, Washington, D. C. 


Dear SENATOR SPARKMAN: Thank you very much for yours of May 19. Ihave 
obtained from Ward & Paul a copy of the transcription of my testimony and our 
discussions thereafter. On looking this transcript over, I find that there are 
several questions that I really did not answer clearly and may have left some 
confusion in your mind. 

I am taking the liberty of answering them here and if you wish to discuss any 
of these further, I would be glad to get together with you in Washington or if you 
wish to make the pertinent parts of this letter part of the record it is entirely 
agreeable with me. 

You suggested that the ultimate solution to the problem of the small-business 
man with respect to the tax exemption of cooperatives is a matter that must be 
settled at the State level and that we are appealing to the wrong sources when we 
ask the Congress of the United States for relief from this untenable competitive 
situation. 1 agree with you that the States have by law set up restrictions and 
regulations under which cooperatives operate. Further than this, many States 
have exempted cooperatives from the payment of certain State taxes, such as 
corporation franchise taxes, income taxes—where they exist, etc. The dollar 
amount of competitive advantage enjoyed by cooperatives as a result of these 
exemptions from State taxes is insignificant when compared with the hundreds of 
millions of dollars in tax escape that these corporations enjoy under the Federal 
corporation income-tax law. 

On checking with friends of mine in several States, I find that an attempt has 
been made, in several States, to correct the tax privileges granted cooperatives 
under State laws. Invariably, the State legislators have refused to change their 
tax treatment of cooperatives until such time as the Federal Government acts. 

The joint staff of the Bureau of Internal Revenue and the Treasury Department 
have put out several reports to the Ways and Means and Senate Finance Com- 
mittees on the taxability of cooperative earnings. One of these, dated April 1951, 
Part 3, The Power of Congress to Tax Cooperatives on Net Margins, is very 
specific and flatly states that ‘“‘cooperatives are separate corporate entities which 
are taxable as such’’ under the Constitution of the United States. If you do 
not have a copy of this and would like to have one I shall be glad to try to obtain 
one for you. I feel certain that we are appealing to the right division of Govern- 
ment when we ask the Congress of the United States to correct this situation. 

You also intimated in the discussion of this point that you felt that perhaps 
cooperatives were in fact partnerships. The above-mentioned report of the 
joint staff says: 

“The fact that cooperatives are corporations and that Congress has the 
constitutional power to tax them as corporations may appear so obvious that 
discussion of the proposition is unnecessary. However, general statements 
have been made to the effect that the cooperatives are only agents, partner- 
ships, or trusts, with the implication that they are not entities in their own 
right capable of having income subject to tax. For this reason it is necessary 
to establish beyond question the fact that the cooperatives are separate 
corporate entities which are taxable as such.” 

I am sure you will agree that the above question from the report of the joint staff 
definitely establishes the fact for taxation purposes they are not partnerships and 
would not be treated as such if it were not for the exemptions extended to them by 
act of Congress in the Internal Revenue Code. 

I also note that you were under the impression that the 1951 law change re- 
quires the farmer to pay the tax on the patronage dividend he receives regardless 
of whether or not it is in ‘‘cash”’ or other ‘evidence of equity’’ and that prior to the 
1951 change in the law they were not required to do this. You are mistaken in 
this impression as the 1951 change in the Federal tax law did not affect this situa- 
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tion in any way. The Treasury and the Bureau of Internal Revenue have always 
tried to collect this tax from the farmers and, in fact, in 1949 placed on the form, 
1040—F (farmer’s return form), a specific line in the income section for listing of 
patronage dividends received. I would agree with vou that most farmers have 
not reported these patronage dividend payments as income, especially tbose that 
were received in some form other than cash. I do not blame them for this, 
especially if they were reporting on a cash basis. Many of them have a safety 
deposit box full of stock certificates of equity or other non-interest-bearing, non- 
transferable evidences of equity, which are worth absolutely nothing to them until 
such time as the co-op board of directors decides to honor them. A lot of farmers 
in my area are complaining about having to dig up 20 to 30 percent or more of the 
amount of their patronage dividends for cash tax payments to Uncle Sam when the 
cooperative gives them no cash at all, retaining the full amount of their earnings 
for expansion purposes, to buy me out, if you please, and some of my other fully 
taxed oil and grain competitors. 

I would like to say something further on the point of elimination of double tax- 
ation as being a solution to our dilemma. It all depends on how Congress elim- 
inates double taxation, if they ever do, as to whether or not it will bring us relief 
from this unfair competitive situation. If Congress should eliminate double tax- 
ation by repealing all taxes on corporations it would be a perfect solution to this 
problem. I cannot conceive of such tax legislation ever being passed by the 
Congress. The only formula for the elimination of double taxation that I believe 
is politically acceptable, if any are would be the extending of a credit to recipients 
of dividends for the taxes already paid on those earnings by the corporation. This 
would in no way eliminate the injustice of the present corporate tax exemption 
granted to cooperatives. They would still have no tax to pay and thus, no tax 
credit, to pass on to their patronage dividend recipients. 

The 1950 Congress had the courage to pass tax legislation that removed the 
exemptions of religious, charitable, and educational institutions from taxation on 
the profits on their unrelated business activities. I cannot for the life of me see 
how the Congress can continue to grant tax exemption to the profits of cooperative 
corporations in the face of this action. If there is any group that has moral grounds 
for tax exemption, it would be those eleemosynary institutions that you taxed 
in 1950. 

I appreciate the opportunity of appearing before your committee and hope this 
further explanation of certain aspects of this very important question will help 
clarify vour thinking on this issue. 

Very truly yours, 
GrorGce Porartser, Proprietor. 


The CuHarrMan. We will next call Mr. John McFeatters. 


STATEMENT OF JOHN McFEATTERS, REPRESENTING UNITED FLAT 
ROLLED PRODUCTS CO., CHICAGO, ILL. 


The CHAtrRMAN. Will you give us your name, your business con- 
nection and your address, please, Mr. McFeatters. 

Mr. McFurarrers. My name is John McFeatters, and I am vice 
president of the United Flat Rolled Products Co. of Chicago. 

We are a new corporation, and we have been in business for 4 years. 
Last year at this time we had 60 employees, and today we have 30. 

We started our company on a shoestring. In the 4 years that we 
have been in business our income and _ excess-profits taxes have 
amounted to 10 times the amount of our original capitalization. 

The reason our employees today are down to 30 is because we 
have to follow the trend of business from day to day, because we have 
no working capital. We cannot honestly assure these boys steady 
work, because if business falls off this week we have just got to let 
them go this week. 

The CHarrMan. What do you make, sir? 

Mr. McFrarrers. We process steel. We are a steel warehouse. 
We knew when we started that we would not get steel from the mills, 
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so, rather than go into a high-priced market, we installed some special 
equipment. As a result we do business for, I would say, 90 percent of 
the other warehouses in Chicago. We have put in equipment which 
we believe is something that will be used only for a short time, and 
as a result the others have not invested their money in such special 
equipment. 

This equipment also will convert steel, almost scrap, into usable 
material. When the market gets weak as it is today, we get pretty 
weak, and we get weak in a hurry. 

But I was astounded myself when I started to get some figures 
together to present to this committee, to find that, while we did start 
on a shoestring, 10 times that amount has come due to the Govern- 
ment. ‘Two years ago, when business was slow, we did not have 
enough money to pay our taxes. We eventually had to pay interest to 
the Government because we did not have the money to pay at the 
time it became due. 

The CHarrMan. Now, you said you started on a shoestring? 

Mr. McFerarrers. Yes, sir. 

The CHArRMAN. Have you expanded? 

Mr. McFrarrers. Very much so. 

The CHarrmMan. How much have you expanded? You said you 
paid in taxes 10 times the original capitalization to the Government. 

Mr. McFrarrers. We put that much money into the business. 

The CuHatrman. So you think you have expanded 10 times? 

Mr. McFrarrers. Yes, we have had to do that in order to keep 
competitive. 

The CHarrMAN. You have penalized yourself on operating capital, 
however? 

Mr. McFrarrers. We cannot move. I went in to see the Recon- 
struction Finance Corporation, and I didn’t have much to offer them 
except hope, and all the agent said over there when he looked at our 
statement was that he would not want to be the controller of that 
company. 

However, we have paid our bills and taxes to date. 

The CuarrmMan. What changes do you need? 

Mr. McFerarrers. Sir? 

The CHarrMAn. What changes do you need? 

Mr. McFrarrers. Well, all we need is relief. 

The CHarrmMan. Lower taxes? 

Mr. McFerarrers. I am just here hollering the way everybody 
else does. 

The CuarrMan. Your trouble is not a bad base? 

Mr. McFearrers. Our first year was 1948. We got a little bit 
of relief under the tax bill. 

The CHAIRMAN. Yes. 

Mr. McFerarrers. But that is very little for a new company. [ 
mean, with the amount of business that we tried to do—we did almost 
a million dollars’ worth of business last vear, and as a result our taxes 
were terrific, and now when our business is down to, oh, a third or a 
fourth in some cases even more than that, we should be putting boys 
out on the street trying to sell our product, rather than calling them 
in and telling them that we don’t have the money to pay them. 

The CHainMAN. When did you put in this rolling equipment? 

Mr. McFearrers. About 3 years ago. 


98399—52—pt. 1 28 
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The CuarrMan. You put it in before Korea, then? 

Mr. McFrartrers. Yes. 

The Cuatrman. Before the amortization feature was written into 
the law? 

Mr. McFearrers. Yes, sir; but that is just my problem and I 
wanted to put it on the record. 

The CHArrMAN. We appreciate it very much. 

Mr. McFrarrers. I don’t think that many people have the 
problem that we have—of course, everybody has their own problems— 
but to think, in 4 years our taxes have been 10 times our original in- 
vestment—that is quite a burden. 

The CHarrman. Let me ask you this, several here have mentioned 
about operating capital and, of course, I appreciate the problem, yet 
now let’s take your business, for instance, a business which within 
3 or 4 vears’ time expands 10 times, that is not doing too badly. 

Mr. McFrarrers. No, sir. 

The CHarrman. No, and yet I do see that in order to do that you 
have penalized yourself on operating capital. 

Mr. McFrarters. Yes. 

The CuarrMan. You go to the Reconstruction Finance Corporation, 
or you go to a bank, and you don’t get the operating capital you need. 
The Federal Reserve Board several years ago, 3 or 4 years ago, recom- 
mended legislation which I have felt for a long time had a great deal 
of merit in it. It was to this effect, that the local banks be allowed to 
make loans to small businesses which the Federal Reserve would 
insure, charging a small premium or additional interest as a premium 
for capital purposes. Do you believe that that would be a good 
provision? 

Mr. McFrarrters. I think it would help. But, of course, whether 
the Federal Reserve Board is going to guarantee it or not, you still 
come back to the bankers. But, when they look at your statement, 
they look at it with a jaundiced eye, and, when they find that your 
current liabilities are two times your current assets, there is not much 
hope for you. 

The CHArRMAN. Well, suppose the banker knew when he went 
ahead and made you a loan that that loan would be insured to him, or 
that is, up to 90 percent. It was not a 100 percent guaranty—— 

Mr. McFerarrers. Then he will worry about his 10 percent. Per- 
haps if I were in their position I would, too. But when we started 
this company we turned to the bankers and tried to get money, and 
the only kind of money that you can get, Senator, as you know very 
well, is risk money, and risk money is not going to lend you money 
for 6 percent or 10 percent. If you lend me $15,000 you are going 
to want a part of my company so that you can look over my shoulder, 
and I would do the same thing if the situation were reversed. 

I mean, when you have a statement that shows the wrong relation- 
ship between your current assets and your current liabilities you are 
just wasting your time talking about borrowing money. You can 
get risk capital, and that is it. But if we had been able to keep a 
little bit more of our own money we would be in a little stronger 
position now. 

It is well known that the first 5 years is the critical time in any 
corporation’s life, or at least it is in most corporations, because the 
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rate of failure is much higher in that period. If they could get some 
kind of relief it would be a great help. 

We have paid a tremendous amount of taxes, we have paid a lot of 
money to the Government. We don’t have that money, and there- 
fore we cannot keep expanding our business. If we do not expand our 
business we are not going to have it. 

The CuarrMan. Well, thank you very much. 

Mr. McFearrers. Thank you, sir. 

The CuarrMan. If there is no one else who is urging to be heard 
right now—— 

A Voicr. Why not let us go straight through. 

The CHarrMAN. Well, so far as I am concerned that would be all 
right, but we have a man here who is working a mechanical device. 
Suppose we recess until 2:30. 

(Whereupon at 1:30 p. m., Thursday, May 15, 1952, the hearing 
in the above-entitled matter was recessed to 2:30 p. m., of the same 
day.) 

AFTERNOON SESSION 


(The hearing was resumed pursuant to recess at 2:30 p. m.) 
The CuHarrMan. Will you come around now, Mr. Schafer, and 
we will get started. Give your name and address for the record. 


STATEMENT OF HAROLD SCHAFER, REPRESENTING GOLD SEAL 
CO., BISMARCK, N. DAK. 


Mr. Scuarer. My name is Harold Schafer. I reside in Bismarck, 


N. Dak. Iam president of Gold Seal Co., national distributors of a 
window cleaning product and of a powdered bleach. 

The CuarrMaNn. Do you make it yourself or do you distribute it? 

Mr. Scuarer. We have it made for us but we distribute it under 
ourown tradename. Weare asales organization. 

The CHarrMan. Yes. 

Mr. Scuarer. Now, I think it is a great country we live in and I 
think it is a shame more people don’t start their own businesses to 
enjoy it. I have my personal troubles and I suppose other people 
have their personal troubles running their businesses. 

It is my honest belief, as I sit here and talk about taxes, that if I 
had the time and the money I could seek enough tax and legal counsel 
of the right kind that I would pay less than one-fourth of the taxes 
that my company has been paying and I have been paying personally 
for the last 4 years. 

In other words, it is my contention that there are tax loop-holes, 
tax-evasion possibilities, tax-avoidance possibilities, which because 
big corporations have the finances and the personnel which is trained 
to study, they can plan their businesses down a tax road which gives 
them a preference over small companies. 

Now, I don’t know anything about the great tax picture of the 
Nation, so what I say refers strictly to my own living in the last 10 
years. When Gold Seal started, it employed one secretary, part-time 
at $300; in 1952 we employed 75 people living all over America and 
the wages we paid out are $400,000. 

I am speaking of 1951; we close our 1951 tax year on a fiscal year 
ending January 31, 1952. 
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In a recent court case it was my privilege to see the financial figures 
of the Johnson Wax Co. In 1938 the Johnson Wax Co. did an annual 
business of about $8,500,000; they made approximately $1,000,000. 

They paid taxes of a little over $100,000. Now that financial 
situation is an exact duplicate of my company’s financial situation 
10 vears later, 1948. 

In 1948 the Gold Seal Co. did $8,500,000; we made $1,000,000 
profit. Our taxes, however, were $400,000. 

The CHarrRMAN. The year you gave on Johnson was what? 

Mr. ScHAFER. 1938. 

The CHAIRMAN. 1938. 

Mr. Scuarer. The difference is $300,000, which in the 10 years’ 
time and the corresponding vears between has allowed their company 
money to build buildings with, to build factories with, to employ 
people with for the expansion of their business, that is deprived to my 
little company for its future. 

I only say this: I thank the Lord I made it in 1948 instead of 1951 
because if in 1951 we would have had the same increase over our 1950 
business that we had in 1948 over 1947, if we would have had the 
same net profit in 1951, and never enjoyed any more net profit than 
we did prior to our 1948 business, our net profit would have been less 
than $100,000, or the Government would have taken, under present 
tax laws, over 90 percent of the total, because we would have no excess 
tax base. 

It sort of hurts me when I think that I might want to start another 
business and I look at the possibilities of expanding into another 
national industry and if I started another business I could keep less 
than 10 percent of what I earn. 

With what I could have kept in my business, had I kept more, more 
profit would mean nothing but more jobs for more people. 

It seems to me that somewhere along the line we need new people in 
business which gives not only competition to old established businesses 
but establishes new and different ideas. 

The Gold Seal Co. distributes approximately 500 carloads of 
merchandise per year. Now, 500 carloads of merchandise per year 
represents a lot of tonnage. It employs a lot of people to manufac- 
ture it. 

It means a lot of freight and a lot of hauling, a lot of railroad cars, 
and a lot of trucks to ship it around the country, to put it in the stores 
and homes of the Nation. 

It means a lot of profit to the retail stores merchandising that busi- 
ness. But if we had a business recession today—and it doesn’t 
bother me, it doesn’t scare me; I will live with it, as do the rest of the 
people at Gold Seal—we could be forced out of business in from 90 to 
180 days. 

Our advance commitments on purchases of chemicals; our advance 
commitments on purchases of containers; our advance commitments 
on advertising, which we will have to go through with whether or not 
we have any business or not, are such a large percentage of our total 
net worth that it could eat in upon our operating capabilities in from 
3 to 6 months. 

The CuHarrMan. In those commitments you made on the basis of a 
year at a time. 

Mr. Scuarer. They have to be made at least 6 months in advance. 
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The Cuarrman. Of course, if you were afraid a recession was com- 
ing you wouldn’t make those commitments, would you? 

Mr. Scuarer. That is correct. Now the thing I would like to say 
is this: If the Gold Seal Co. were to make more money I don’t think 
it would make a great deal of difference to myself, personally. I own 
a nice home; I drive a nice car; I wear at least as nice clothes as I care 
to buy. 

However, last year I turned down a business-expansion program 
and made a definite decision not to go into it because of the fact that 
it would carry me away from home more and I couldn’t see any 
personal gain in it, 

The tax picture of our company is such that there would be no 
personal gain to me. It could have furnished a similar amount of 
shipment of goods if we had been successful at it; it could have fur- 
nished a similar amount of jobs supplying our company with that type 
of merchandise to our progress of 1948 but because of the lack of per- 
sonal incentive I didn’t even try, and I am not speaking about philos- 
ophy; I am not speaking about tax problems. I am speaking of some- 
thing that actually happened to me personally in my own personal 
feelings. 

It seems to me that somewhere along the line the country needs 
new business and it needs new, independent small business individually 
owned. 

The Cuairnman. Were you here this morning? 

Mr. ScuaFer. Yes, sir. 

The Cuarrman. Did you hear the statement I made that last year 
there were more new businesses started than in any one year in the 
history of the country? 

Mr. Scuarer. No, sir, I did not. I wasn’t here at the time you 
made that statement. 

The CHarrMan. I mention that not in variance with anything you 
are saying but because there are some things we ought to keep in mind. 

Mr. Scuarer. Do you know what the financial picture of those 
businesses is when you say there are more numbers of businesses? 

The CuHarrMan. I can’t, except those on the other side. 1 would 
say there were fewer failures than there ever were before. 

Mr. Scuarer. That is right. 

The CHarrMan. Of course, you cannot measure a business by a 
single year 

Mr. Scuarer. That is a fact; we all understand that. 

The CuarrMan. Yes. 

Mr. Scuarer. On the other hand, I know of no new business; | do 
business with no new businesses that are individually owned. There 
are hundreds and thousands of new businesses in the chemical indus- 
try, in the plastics industry, in the transportation industry, truck 
lines, bus lines, airlines, in the hotel industry, which are wholly owned 
subsidiaries and are started as such by other businesses, not by indi- 
vidual young people trying to reach out and grow into an established 
business of their own. That I do know. 

There are hundreds of companies starting in business because it is 
a tax advantage to a company to own another business or buy another 
business and establish another business, either by some man who has 
such finances or by some business which has such finances. 
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They are not growing it up from individual people who say: I am 
going out and start a new business; and I think, if you will check the 
new businesses that were started—and I surely have checked many of 
them—you will find that statement to be true. 

The CHarrMan. Well, I am sorry I don’t have the figures with me. 
I am of the opinion, however, that, if you will check the figures of the 
Bureau of the Census, you will find just the opposite to be true. I 
won’t say just the opposite. Iwill putit this way: You will be amazed 
at the amount of new businesses that are being started by individuals. 

I realize that at times the picture looks dark and yet when we go 
back and look at the figures, we see that it is just the other way. Do 
you know some of those, offhand, Mr. Brush? 

Mr. Brus. I am afraid I cannot give the figures offhand but I 
would say, on the basis of capital investment base, they are analyzed 
as having a very small investment, which would indicate a persona! 
investment rather than a subsidiary. 

Mr. Scuarer. I disagree tremendously and I think if you will check 
you will find that, too. We just discovered oil in Bismarck, a year or 
so ago; there are a lot of companies drilling for oil, et cetera, and 
people taking it as tax advantage; it is not young people starting a 
new area or situation where there is going to be a growth of new in- 
dustries. 

The CuHarrMan. I was out in Casper, Wyo., the first of this week. 
A friend of mine was telling me about the migration into that area of 
people who had come from Oklahoma and Texas within the last yea: 
or so and he said it was astounding how well they had done. 

They had come in as individuals; they were developing new wells, 
new fields, going out and taking the leases, some of them brokering 
leases to the companies such as those of whom you speak. During 
lunch hour in one of the hotels he just pointed out man after man and 
told me when each came in and what he was worth today, and so on 
and so forth. I will tell you there is still a whole lot of pioneering 
spirit in this country. 

Mr. Scuarer. I will agree 100 percent but its opportunity is not 
present in the starting of business, from the standpoint of growth. 

The CHarrman. I am not arguing with you as to the handicap im- 
posed on them by reason of high taxes. I don’t argue with you on 
that, but I think we ought to realize that in spite of those handicaps, 
the initiative that is characteristic of Americans is still pushing ahead. 

Mr. Scuarsr. I agree with you, but it happens to have been my 
privilege to have had great success in America. It happens to have 
been my privilege to have my company have wide publicity because 
of our sudden success. 

There have been many magazine articles telling of the growth of 
my company from 1948 to 1952 in which period of time we have grown 
national in the scope of our business. My mail now, my daily mail 
from all over America, contains letters from young people who say: 
I would like to start a business. I have the idea I would like to start 
working it but I never will be able to because I cannot afford to start 
this business. I need my job for my family. Would you take this 
idea and spend some money and try and expand it? 

So they are stifled from lack of money for going into business; and 
I believe that from the bottom of my heart. 
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That is all I want to say about the general taxation but there are a 
few things that have come to my attention that I would like to make 
a specific recommendation for: One is the legal situation, the situation 
regarding trade-mark law. 

As a little company starting in business in the 4 years we have grown 
national in scope, we have spent a couple hundred thousand dollars 
in legal fees in lawsuits against such companies as Lever Bros., Ameri- 
can Home Products, and Johnson Wax Co 

They have spent a similar amount of money trying to keep us from 
growing, fighting us in trade-mark cases in the Patent Office. 

Now, their expenses are borne by a legal staff of very talented and 
expensive lawyers. ‘Those are expenses, and when they are paid they 
are done. When the Gold Seal Co. has paid its money, the tax man 
capitalizes it and we have to pay another $50,000 or $100,000; $50,000 
on $100,000 and $100,000 on the $200,000 taxes on a capital invest- 
ment, which isn’t worth a penny, and I don’t believe that that is just. 

In other words, we spend $100,000 trying to secure a trade-mark. 
We do not get it. The Government sets it up as a tax valuation worth 
$100,000. They charge us another $50,000 taxes. We will then spend 
$150,000; we will have nothing. 

A competitive company, because it is large in scope, large in size in 
American industry, has a staff of attorneys on its payroll which is 
labor, then is allowed that deduction as expenses. That is unfair: 
large versus small. 

It is my suggestion that the trade-marks and patents can only be 

capitalized in the year in which they are issued by the Federal Gov- 
aaeinenit and that expenses such as legal fees which are not in the 
normal course of allowing a trade-mark be allowed as expenses and 
not capitalized at any time. 

I am very familiar with that because I take a part in that particular 
operation of my company. That is a very specific recommendation 
on that particular type of thing. 

Because of our success we have had many, many offers to purchase 
our company. 

I believe it is wrong to allow a taxation program, taxes which allow 
some companies to run businesses and not pay taxes. I read some- 
thing like that—and I will be happy to send you a photostatic copy 
of it, if you wish—which I think is the most brazen, the most unfair 
situation on taxes I have ever seen in my life. It was written to me 
October 11, 1950, and was written from the law office firm of Rose- 
water, Mecham, Stoehr, Moore & Mecham, Omaha 2, Nebr. 

It says: 

Dear Mr. Scuarer: Regarding the Sacred Heart International Foundation 
Fund, Inc., confirming my telephone conversation with you, I am the attorney and 
trustee of Sacred Heart International Foundation Fund, Inc., a Catholic charitable 
nonprofit corporation for the support of numerous Catholic religious orders. The 
foundation has been a income-tax exempt under section 101 (6) of the 
United States Code of the Treasury Department in Washington. Mr. Francis P. 
Matthews, Omaha lawyer, who is now Secretary of the United States Navy at 
Washington, was a trustee in this foundation until his naval duties compelled him 
to resign. The foundation through its holding corporation, the United States 
Wheat Corp., bought the 65,000-acre wheat farm of Thomas Campbell at Hardin, 
Mont., from Campbell Farming Corp, and the 35,000 acres of cattle country at 


Fresno, Calif., through a holding corporation and several large manufacturing 
plants in Virginia and Nevada. 
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And then they make this statement: 


The Foundation would like to buy all of the stock of your corporation at a very 
inflated price of true value. The Foundation would then take the dividends, 
income-tax exempt, and give back to the stockholders on a capital basis of 90 
percent. Under the new tax law the foundation does not have to pay any income 
tax on dividends. Kindly let me know if you are interested and address your 
reply to me personally. 

And he goes on about how they operate and how they do it and I 
think it is the same with businesses who have an opportunity to grow; 
have to be in competition with businesses which do not have to pay 
taxes. 

The CHainmMan. What was the date of that? 

Mr. Scuarer. October 11, 1950. 

The CuarrMan. | gather from what you said there that they must 
get their exemption on the basis that they are a church or charity. 

Mr. Scuarer. It is a charitable institution. 

The Cuarrman. What do they do? 

Mr. Scuarer. I don’t think they do anything. 

The CuarrmMan. I wonder if it said in there what the charity was. 

Mr. Scuarer. It is the Sacred Heart International Foundation 
Fund, Inc., a Catholic charitable nonprofit corporation for the sup- 
port of numerous Catholic religious orders. 

I am not disregarding the charitable purpose of the dollars. The 
thing I am disguste d with is that they can take and run my business 
for 20 years and not pay taxes and pay me a lot of money, and that 
is what I said when I opened my opening statement. 

If | had the right kind of tax advice; could I afford the right kind 
of legal counsel, I believe it is possible to run a big business and 
make a lot of money without paying taxes. 

The CuarrmMan. I suppose you know these charitable trusts are 
being investigated by Congress or, rather, a study is being made of 
them. 

Mr. Scuarer. | don’t happen to know anything about it. 

The CHarrMAN. That may be one of them. 

Mr. Scuarer. That apparently is one of them.I suppose you could 
put that down this way: I know if I sell my business I can take a 

capital gain, but it doesn’t seem fair that I should be able to sell my 

Lodaets for a fictitious value and then take a capital gain on money 
which isn’t rightfully valued and then earn it in the future. That 
doesn’t seem right to me. 

The CHarrMan. I believe you said you could supply us with a 
photostatic copy of that? 

Mr. Scuarer. Yes. 

The CHarrRMan. | would be glad if you would. 

(The material referred to follows:) 

RoOsEWATER, MecHAM, SrogurR, Moore & MECHAM, 
Omaha, Nebr., October 11, 1950. 
Re: Sacred Heart International Foundation Fund, Ine. 


Confirming my telephone conversation with you, I am the attorney and a 
trustee of the Sacred Heart International Foundation Fund, Ine., a Catholic 
charitable nonprofit corporation for the support of numerous Catholic religious 
orders. 

Funds from the foundation have been given to the Maryknoll Missionary 
Fathers of New York for their missions in China, Africa, Japan, and South 
America, to the White Fathers of Africa, to the Jesuit Missions in the Pacific, to 
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the Dominican Sisters of Hawthorne, N. Y., who operate six cancer hospitals 
for incurable cancer patients who are too poor to pay, to the Trappist Order, to 
St. Francis Cabrini’s Missionary Sisters of the Sacred Heart, and to other Catholic 
orders. 

The foundation has been declared income-tax exempt under section 101 (6) of 
the United States Code by the Treasury Department in Washington. 

Mr. Francis P. Matthews, Omaha lawyer, who is now Secretary of the United 
States Navy in Washington, was a trustee of this foundation until his naval 
duties compelled him to resign. 

The foundation through its holding corporation, the United States Wheat Corp., 
bought the $65,000-acre wheat farm of Gen. Thomas Campbell of Hardin, Mont., 
from the Campbell Farming Corp., and 35,000 acres of cotton at Fresno, Calif., 
through a holding corporation and several large manufacturing plants in Virginia 
and Nevada. 

The foundation would like to buy all the stock of your corporation at a very 
inflated price of true value. 

On a purchase agreement the foundation would buy the stock and reissue the 
stock in the name of the foundation. The foundation would then take the divi- 
dends income-tax exempt and would give back to the selling stockholders on a 
capital gain basis 90 percent of all dividends until the sale price is paid out 
the foundation receiving a small benefit annually. The stock would be placed, 
in escrow until it is paid out. 

You mentioned over the phone to me that your salary was $120,000 per year. 
The income tax on that amount is immense. You could save most of your salary 
from income tax by selling your stock to the Sacred Heart Foundation, then re- 
duce your salary to some amount such as $25,000 a year, and receive back the 
rest of the amount in the sale price of 90 percent of dividends on a capital-gain 
basis from the Sacred Heart Foundation. Under the new tax law the foundation 
does not have to pay any income tax on dividends. The new tax law is the same 
as the old tax law in granting exemption to a charitable religious foundation on 
dividends from stock. 

If you are interested you could send me the last several years of your annual 
audits and latest balance sheet with a history of your business. 

If a selling stockholder had inherited the stock originally he would be entitled 
to receive back from the sale price the appraised value of the stock at the time he 
inherited it before paying capital gain tax each vear on the percentage of sale price 
he receives. 

A decision in point is Security Trust Company v. Commissioner (65 Fed. (2) 877) 
and the United States Statute. 

Under this type of sale of deferred payment out of contingent future earnings 
the United States Supreme Court in Burnet v. Logan (283 U. 8. 404 (1931)) and 
Federal tax decisions permit the selling stockholders to receive back the cost of 
their stock tax-free before paying a capital-gain tax each vear on the amounts 
received annually under the sale price. The capital-gain tax is not paid on the 
full purchase price but is only paid on each annual amount as received. 

Under this type of sale the United States Supreme Court in Burnet v. Logan 
283 U.S. 404 (1931)) held: 

First. If property is sold for a promise of future money payments which are 
contingent, no gain is realized until the total payments exceed the tax base. 

The tax advantages of a sale under the deferred contingent payment plan 
under the decision of Burnet v. Logan (283 U. 8. 404) is superior to an ordinary 
installment sale for the following reasons: 

First. Because the seller will not have to pay any capital-gain tax until his 
payments exceed his base. Each subsequent payment is taxable. The taxable 
gain is not as in the case of an installment sale prorated as each instalJment is 
received. The seller will have the use of his money for a longer period. He is 
not in a position where he must pay tax on income he will not in fact actually 
receive. 

Second. The seller under a Burnet v. Logan type of agreement can freely dispose 
of and sell the agreement without losing the tax deferment. Under an install- 
ment sale this advantage is lost. 

From the standpoint of tax planning a deferred payment out of contingent 
future earnings under Burnet v. Logan differs from an installment sale in that— 

(1) In a Burnet v. Logan agreement, the payments during the first taxable 
period may exceed 30 percent of the selling price. Those under an install- 
ment sale may not. 
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(2) In the Burnet v. Logan agreement the payments provided in the sale 
price are contingent. In an installment sale they are fixed. 

Under this type of sale and the capital-gains-tax advantage immense individual 
estates can be quickly created that could not be under the present high income 
brackets. 

I will send you my tax brief on the capital-gains-tax advantage if you desire. 

Kindly let me know if you are interested, and address your reply to me per- 
sonally. 

Sincerely yours, 
Gorpon W. Dresina. 

P. S.—The sellers can have a management contract with complete control of 
the business for 20 years, or as many years as they desire. 

Mr. Scuarer. Now, there is something drastically wrong and I will 
switch from my conversation about corporate taxes to another per- 
sonal experience. 

The personal income tax laws above $15,000 are definitely harmful 
to the growth of little companies. I have tried in the past 2 years 
to hire four or five junior executives, one from the Kellogg Corn 
Products Co. at Battle Creek, Mich., one from Lever Bros., Inc., 
one from Pillsbury Mills, and two from General Foods, all titans 
of American industry. 

In trying to hire these men in the range considerably above the 
$15,000 income, in the final analysis the difference of $10,000 a year 
or $20,000 a year doesn’t warrant them enough personal difference 
that they care to make the change and start w orking any more. 

I am speaking of men who perhaps have 10 to 15 years’ experience, 
who perhaps started as salesmen on the road, or as chemists in the 
laboratory as $200- or $300-a-month employees, and built themselves 
up as regional or department managers, went from that to assistant 
national advertising or sales managers of some of these larger com- 
panies, and he has arrived at that position in life where maybe he is 
40 or 45 with lots of knowledge and capable of great decisions and 
he will not move because there isn’t enough incentive with extra pay. 

It seems to me that somewhere along the line there should be 
a personal income bracket where men would still be enticed to live 
their own life and not worry about retiring when they are 65 on that 
particular pension plan which is owned by that particular large 
organization. It would make for more spark in business; it would 
make for better competition, if it wasn’t such a tremendous advantage 
for a man to marry himself to one of the big companies. 

It is my privilege to teach school at the school of business, Dart- 
mouth College, occasionally—a couple of times a year—and at the 
school of business at Syracuse University in Syracuse, N. Y., two of 
the most famous business schools in America and there isn’t a boy 
in those classes who wants to start his own business. 

They want to work for some large boss and grow into a junior excu- 
tive capacity where they are sure of retirement income. I think the 
reason is once that guy gets $10,000 or $12,000 a year, $50,000 doesn’t 
give him enough net extra. 

I don’t know how to change it. I have no program for you to 
change it, but I am conscious of that particular problem. 

I think I would like to close my remarks by saying again that I 
don’t offer any programs of great tax equalities, but the current situ- 
ation. My living a successful business life in our current business is 
jeopardized and I am personally discouraged; I can’t talk about the 
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feelings of all of the little business people in America; I don’t know 
them; I can’t talk about the feelings of my competitor down the street 
because I don’t know his feelings, but I know that as I go along, the 
work of having to travel around the Nation, to be away from home 
and my family for the extra incentive of a little extra income doesn’t 
make it seem worth while. That is all I have to say. 

The Cuarrman. Thank you very much, Mr. Schafer. I enjoyed 
your statement. 

Is Mr. Ben Rau here now? 

(No response.) 

The Cuarrman. Is Mr. Johnson here? 

Mr. Jounson. Here. 

The CHarrman. Come right around, please. 


STATEMENT OF GLENN T. JOHNSON, CHAIRMAN OF BOARD, 
PINES ENGINEERING CO., AURORA, ILL. 


The CHarrMan. You are Mr. Glenn T. Johnson, chairman of the 
board, Pines Engineering Co., Aurora, IIl.; is that correct? 

Mr. Jounson. Yes. 

The CHatRMAN. Just proceed in your own way. 

Mr. Jonnson. All right. I might say at the outset that we are 
somewhat of an example of what Mr. Williamson talked about, a 
company of that type. 

We manufacture precision tube-bending machines and finishing 
machines; we don’t manufacture any product. We manufacture 
machines. 

We are part of the machine-tool industry, which by the way, is the 
bottleneck of the defense effort, as you know. 

The Cuarrman. It certainly is. 

Mr. Jonnson. This was started in somebody’s basement about 
10 years ago and we only have the figures from 1944. 

Now, as the Senator no doubt knows, a machine-tool industry is an 
in-and-out kind of business, where you had better be ready for that 
day when you can’t make both ends meet or take a loss and keep your 
taxes paid. 

Well, just to get down to it: in 1944 they made $15,000; in 1945, 
lost $1,200; in 1946 made $18,000; in 1947, lost $40,000; in 1948, made 
$2,300; in 1949, made $33,000; in 1950, made $75,000; and in 1951, 
made $62,000, and there is the picture. 

Now, obviously, getting a base was the trouble. You can see in the 
4 years from 1946 to 1949 there wasn’t anything to work on. If you 
have $20,000 to divide three ways, you have about $6,000. So looking 
for all the relief measures possible in the act, we still couldn’t come out 
of that. We had to use the 17% percent which is the maximum any- 
way, so we went up into this sort of a tax picture. We have to earn 
$3 to keep $1. 

Now, let me say this: That I got into this, I am a sort of a risk- 
capital fellow who has been talked about here teday. 

I went into another business in 1939, just 10 years previous, and 
started it with practically nothing—from scratch. Naturally, I got 
hooked on the excess-profits tax during the whole war period, which, 
by the way, was 85% percent at the top during part of that deal. 
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Now, they have their troubles, of course. But here is another one 
10 years hence. Now, that one in 1939 starts out with a base of 
$155,000 before they enter this excess-profits picture at all. There is 
no difference in the two businesses. 

This is the picture: Those fellows are paying around 51 percent; we 
are paying 66 percent. We have had all the troubles that any business 
could possibly have, including mismanagement which happened during 
the war years. This might as well have been managed properly. It 
was kic ked around. It was sold. Partners quarreled, came back 
again. Others went in, and, to add insult to injury, the lease expired 
in 1950, and we were compelled to buy the building. How we man- 
aged that with the tax picture the way it was, I don’t know, but we 
made it. And now we have a building, subject to the mortgage. 

Now, the office part of the building, which, in the thinking of 
defense, doesn’t mean anything, is like a farmer saying: Have good 
barns; never mind the house. Of course, the man is the head of the 
family there. 

We have an office building where we house our engineers and drafts- 
men, people like that, which is 100 years old. 

We can’t find any kind of money anywhere to build ourselves a 
decent office building in this tax structure, and you can see obviously 
the reason why. 

Now, taking, for instance, 1950 and 1951: In 1950 we did substan- 
tially $900,000 worth of business and had a tax of $72,000. 

We did a little more than $300,000 more in 1951 and the tax was 
$120,000, leaving us $13,000 less than the year preceding, for doing 
$300,000 more of business. 

Now I think the big difficulty of this whole thing—it is no use 
coming in and squawking about taxes; taxes and death are the in- 
evitable things; we are going to have them and we must do some- 
thing constructive about them, or a man shouldn’t open his yap. 

But I read in Business Week under date of March 1, that they put 
out a tabulation of different corporations and what the take was, 
taxwise. For instance, this little company which does $1% million 
is paying the same percentage of taxes—no, more; it is paying 12 
percent more, percentagewise, in taxes, then the Youngstown Sheet 
& Tube, who did a business of $69,000,000, 69 times as much business 
as we did; they paid 12 percent less over-all in taxes 

Why, we even pay as much taxes as B. F. Goodrich, who did 
$113,000,000, percentagewise, by 2 percent—this little company. 

Now, the difficulty, it seems to me, is that these companies are 
established; they have got their reserves; they have that money you 
can’t touch with the income tax. They are way ahead of us on 
that deal. 

It seems to me the remedy for the small businesses is really to 
look at them as small businesses. We want them and they may not 
be able to stay; I can’t agree with you in the situation that there 
are more businesses every year, having in mind that that means more 
people are feeling like going in business. 

It seems to me two things : are happening: A fellow gets into business 
and he doesn’t know what taxes are until he gets into business. 

Take the man in the street with his take-home pay; he doesn’t 
figure what the boss pays him in wages. He looks at: What am I 
taking home? That is his pay, and the boss takes his tax. When 
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he becomes a boss and gets a business and finds out the situation 
they are in, if they have a good product, they are going to be swallowed 
by the bigger fellow. And that is the big trouble there. 

The tax policy as it goes on here is ruining the small-business man. 
Along that same line, bear this in mind: When a business of this kind, 
as an example—this is not large, it is not really small—in order to 
keep up with the Government on their legal duty in their take-out 
and hiring people, to withhold, and to keep books on all the things, 
you have to keep all kinds of books, and that requires an outlay “of 
salaries and expense that these fellows are used to. They have even 
great research departments; they have money to spend and money to 
buy other experience with, like the man who preceded me they have 
been after. 

Strangely enough, I discovered after I got into the thing that we 
are the largest bending-machine maker in the world and you should 
see our capital position. We borrow money. From whom? From 
the banks? No. They won’t talk to you. RFC is worse. 

Have you any incentive plan? They throw it out. People come 
in to run your business who don’t know how to run your business. 
That applies to bankers too, as far as that goes. 

We, in the situation we find ourselves, rather desire to stay small, 
and yet the Government is pressing us to get this stuff done. But 
if we increase our inventories, where is the money coming from? 
He has $2 out of every $3 we make. We haven’t enough money left 
to do any expanding or even to house our industry decently. 

Now, you asked for suggestions. Nothing is worth talking about 
unless a fellow has some suggestion of how it might be helped. 

I think the small corporations are entitled to a larger exemption, 
for a smaller payment of tax, for one thing. Give them a chance to 
get going. Give them a chance to have some working capital that 
they can use, that they can provide against the day when they are 
not going to make money or might even lose money. 

Another thing: The price of machinery and the things you must 
buy, as you well know, must be appraised over a period of time. 
Most companies keeping an appraisal will keep it alive year by year, 
and we do that in this small company. 

Now, if the appraisers appraise the sound value of the machinery, 
say, this year is so much money, that is how much you are going to 
pay to replace, then set up that machinery at this figure and take 
depreciation accordingly; because, when it goes, we have to pay the 
inflated price and if we have the depreciation it will carry us along. 

That is one suggestion I have to make, for what it is worth. Num- 
ber 2, this section 102 does frighten people, not so much the reading 
of the section itself, that is, the undue accumulation of dividends, as 
the interpretation the Revenue Department puts on it. 

There is nothing in the law which says what it shall be or whether 
you need to keep any or plow it all back in the business, if you have 
a reasonable program, et cetera, yet the statements have come out 
through the Treasury Department, that they ought to declare at 
least 60 percent of the earnings as figures, or setting a figure. That 
frightens people. 

In other words, those fellows start out on the theory that the 
taxpayer must be wrong, and he works his way up from there. 

We consider that is the wrong approach. 
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I thought they were public servants and not our masters. In other 
words, there has been too much of a departure, in my opinion, from 
that theory of public servants as such, for whatever that is worth. 

That is just about all I have to suggest to you. I think that 
depreciation situation would be helpful and it would at least provide 
him with some working capital in these difficult times when we all 
have to pay more taxes. 

Thank you. 

The CuarrMan. Thank you. Mr. Voris. 

(No response.) 

The CuarrRMan. Mr. Ponder. 


STATEMENT OF H. R. PONDER, REPRESENTING FISHER GOVERNOR 
CO., MARSHALLTOWN, IOWA 


The CHarrRMAN. State your name. 

Mr. Ponper. H. R. Ponder. 

The CHarrRMAN. And you represent Fisher Governor Co., of 
Marshalltown, lowa? 

Mr. Ponper. Yes, sir. 

The CHarrMAN. Sit down and proceed in your own way. 

Mr. Ponper. | have prepared a paper here I would like to read for 
the record; I have three copies to file with you. 

The CuHarrMan. All right. 

Mr. Ponper. After that, if there are any questions, I will answer 
them. 

My name is H. R. Ponder. I am treasurer and a member of the 
board of directors of Fisher Governor Co., of Marshalltown, Iowa. | 
have been with Fisher for the last 10 years. 

Prior to that time I spent 15 years as a public accountant and tax 
accountant. I ama c. p. a. of Illinois. 

I was very glad to accept an invitation to present to this committee 
my views on the impact of Federal taxes on small business because | 
feel that Congress does not realize that taxes have become so high 
that they are seriously threatening our free-enterprise system by 
eliminating all incentive to own or operate a business. 

Congress must realize that businessmen do not start new businesses 
just to provide the Government with tax funds. New businesses 
will not be started, nor will old businesses be continued, unless there 
is a substantial financial reward for risk capital after taxes. Obvi- 
ously the entrepreneur is not interested in the profits before taxes— 
because income tax is just another cost, the same as labor or material. 

Small business is usually owned and operated by one man, or a 
small group of men. These men usually start their businesses on a 
very limited capital, so, if the venture succeeds at all, it is very likely 
that it will also grow, and will need additional capital for the additional 
volume of business. 

Due to the fact that the success of small businesses is usually 
dependent almost entirely on the managerial ability of the one-man 
owner, it is difficult or impossible to obtain outside capital. 

Therefore, in almost all small businesses the capital must come 
from the one man, or at least from a few men, who organize and 
manage the enterprise. 
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Since the small-business man usually has no additional money of his 
own to put into the business, and since he cannot interest outside 
capital, he has only one place to obtain capital and that is from 
earnings. 

But how can additional capital be obtained from earnings when the 
Government takes from 30 to 82 percent of these earnings? 

Let us just take as an example a small manufacturing business 
which started about 10 years ago. That was just about the beginning 
of World War II when we were badly in need of manufacturing 
facilities and know-how for the war effort. 

In order to get the best operating results it was decided that the 
company would need $500,000 in capital and that it would employ 
about 100 men. 

During the war this hypothetical company did very well on war 
work, but, since most of its business was with the Armed Forces, the 
margin of profit was of necessity held to a low level. 

Not only was it the patriotic thing to do but the procurement 
departments for the Government had a way of holding their suppliers 
to a low margin of profit—either through negotiation or renegotiation. 

But even though this business was fortunate enough to make 20 
yercent on the invested capital there wasn’t much to be left in the 
Contaaan as the tax laws during that war took 40 percent of the so- 
called normal profit up to 8 percent, and 80 percent of the profits 
over 8 percent. 

So in this case our entrepreneurs would have left in the company 
4.8 percent of the first 8 percent of profit, and 2.4 percent of the 
remaining 12 percent—or a total of 7.2 percent on the total capital. 

If the stockholders were paid even 6 percent on their investment, 
then there was only 1.2 percent or $6,000 per year to leave in the 
business for growth, expansion, possible losses or contingencies; and 
don’t forget that the 6 percent paid to the stockholders was subject 
to another tax—in effect a double tax on the corporation profits-—so 
that after all taxes are paid the 20 percent corporation profit finally 
gives the stockholder only a 3 or 4 percent return on his investment. 

Is there any wonder that people are reluctant to save any money 
and invest it as risk capital? 

Do you gentlemen think that investors are going to continue to 
provide risk capital when corporation taxes take 30 to 82 percent of 
the profits and then the taxes on individuals take from 25 to 90 per- 
cent of the remainder when dividends are paid to stockholders? 

During World War II businessmen were willing to invest their 
funds, and their stockholders’ funds, in new projects even though the 
return might be small, because everybody thought that the war would 
soon be over and we could get back to a lower tax rate. 

But now, only a few years after the war was won, we find that 
even without war we have a higher tax rate than we had when we 
were in an all-out war. 

And there doesn’t seem to be any basis for assuming that the 
present emergency will be over any time soon. 

If you had $100,000 or $500,000 to invest today would you be 
willing to risk investing it in a small manufacturing business? If 
you did so invest $500,000 and you were fortunate enough to make a 
20-percent profit, your return on this investment would be approxi- 
mately as follows: 
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Profit before taxes, 20 percent___- -- $100, 000 
Less: 
Normal tax 30 to 52 percent_._.._.................... $46, 500 
Excess profits tax 30 percent_ — : mise otter 


58, 500 


Net before individual taxes _ _-_- ee aides 41, 500 
Individual taxes on dividends paid, assuming all profits ¢ are paid out, 
65 percent aaa : 27, 000 


Net after taxes b 14, 500 


From this you can see that your 20-percent profit has dwindled to a 
3-percent profit. 

Now you may think that I have exaggerated this illustration a little 
by using a rate of 65 percent on the dividends but if you will just 
stop and think you will realize that, in order to get this risk capital, 
you must find a man, or several men, who have accumulated $100,000 
or $500,000. 

In most cases this means that the man had to have a very good 
income, or else he’d have no way of accumulating the $100,000. 

If a man is married he can make about $48,000 per year before he 
gets into the 65 percent bracket but his Federal tax would then be over 
$21,000. 

If it costs him $12,000 to live, including his State taxes, he would 
have $15,000 for his savings. 

So, I repeat, if you find a man with $100,000 or more to invest in a 
business, it is very likely that he is already in a high-income-tax 
bracket, and any additional income that he gets from his investment 
just puts him in a higher bracket—so possibly the 65 percent bracket 
which I used may not be high enough. 

Up to now we have considered only the tax angle of this problem 
of raising investment capital and it seems that the high taxes alone 
make it hardly worth while to invest in a business. 

However, there is still another factor that makes the high taxes 
more difficult to pay. 

Take the business that started 10 years ago with capital of $500,000. 
During the war years, taxes were very high, so very little of the profits 
could be retained. 

After the war, taxes were reduced but still took 38 percent of the 
profits. So, if the business made a 20 percent return on the investment, 
only about 12 percent was left after income taxes. 

If 6 percent was then paid in dividends, there was about 6 percent 
left to accumulate in the business. 

Now, assuming that during 1946-50 the company did leave 6 
percent in the business each year so that the capital at the end of 1950 
would have been $650,000. 

When this business was first started we had $500,000 in capital which 
we will assume was invested one-half in working capital such as inven- 
tories, accounts receivable, et cetera, and the other one-half in build- 
ings, machinery, and equipment. 

Now after 8 years in business we find that practically all prices 
have doubled and instead of needing $500,000 to operate the business, 
we now need $1,000,000. 

In order to have the same amount of inventory that we had in 1942 
we have to invest almost twice as much money as we did in 1942. 
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In order to replace the machines which we started with in 1942 we 
have to invest more than twice their original cost. 

Of course the Bureau of Internal Revenue regulations permit you 
to take depreciation on the machines before computing the 82 percent 
normal and excess profits tax, but this depreciation must be based 
upon the cost of the machinery i in 1942 and not upon its replacement 
value in 1951. 

So you can see that the increase in prices makes it necessary to have 
more money invested in a business and the 30 to 82 percent in taxes 
makes it almost impossible for the corporation to retain any profits 
after paying the stockholders a reasonable return on their investment. 

The illustrations which I have used above are not based on the 
experience of the company with which I am associated, as our com- 
pany has been in business since 1880. 

However, in many respects the same situation applies to an old 
established company. We have had some of the same problems. 

Possibly I should have explained before that my company is owned 
by the Fisher family and by the employees. ‘We make automatic 
control valves for such industries as oil refining, chemical, electrical 
generating, and so forth. Only about 2 percent of our output in 1951 
was for governmental departments. 

In 1951 we increased our sales by 40 percent as compared with 1950, 
and our profits before taxes were up 50 percent, but our profits after 
taxes were down 5 percent. 

So you see we did a huge volume of business in 1951 but made less 
profits than in 1950. 

Could we do this huge volume of business without additional 
capital? Ofcourse not. We had to get additional capital somewhere 
as it could not all be provided from earnings. 

We have long followed the practice that our stockholders are en- 
titled to 6 percent on their investment so we pay them 6 percent in 
dividends and keep the remainder of the profits in the business. 

Normally we never borrow any money from banks as we believe 
that we should be able to retain enough profits from our business to 
take care of our capital requirements. 

However, in 1951, despite the fact that we shipped almost three 
times as much equipment as we shipped during World War II per year, 
the extremely high tax rate, together with inflated costs, made it 
necessary for us to borrow $1,000,000 from the banks. 

Now, you may ask why we take the risk of borrowing $1,000,000 
from the banks to take care of this additional business when there is 
so little profit in it for our stockholders. Well, that is a good question 
and I am glad to give you our answer. We are trying to hold our 
present customers. Their demands increased tremendously during 
the last year and they are badly in need of our products to take care 
of their customers. 

So we have tried to take care of their business in the hopes that the 
day will come when we can make a fair return on the money which 
our stockholders have invested in our business. 

However, I can assure you that if we were not already in the busi- 
ness we would certainly hesitate to invest any money for the returns 
that we can now get under the present tax laws 
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During the last 2 or 3 years we have had several opportunities to 
invest new money in the extension of our own business and in starting 
new businesses. 

All of the projects appeared to be fairly certain of being successful 
and of providing a very good return on the capital invested before 
taxes. 

But after we figured the 30 to 82 percent Federal tax on a corporation 
and 65 to 80 percent additional tax on any dividends that would be 
paid by the corporation, we concluded that it just wasn’t worth the 
effort. 

So it seems to us that with the present tax rates we will try to take 
care of our present business by borrowing the necessary eapital from 
banks, but we will not put any new money into the business nor will 
we attempt to extend our business into new or different lines. 

Our executives all have personal funds that they could invest, either 
in the present business, or in new businesses, but there again it doesn’t 
seem to be worth the effort to launch a successful business when the 
Federal Government will get about 95 percent of the profit. 

And what is the solution to this problem of high taxes? Well, it is 
obvious to me that we can reduce our taxes by having less government. 

First, we should return to the people many of the functions which 
the Government has taken over in the last 20 years and then we should 
see that the remaining governmental functions are performed effi- 
ciently. I understand that the number of Government employees 
has been increased about 400 percent in the last 20 years whereas our 
population has increased only 10 to 15 percent. Surely some of this 
additional service could be eliminated. 

Then I believe that Federal taxes should be brought out in the open 
so that everybody knows just how much he is paying toward the cost 
of his Government. 

Most people think that they only pay the amount as shown by their 
income tax return. I believe that we should eliminate the income 
tax entirely and collect the revenue through a retail sales tax. In this 
way everyone would pay a tax in proportion to the amount of money 
which he spent. 

It would encourage people to save money and to invest it in business 
enterprises which would in turn provide more jobs and more things 
which the American people need for a higher standard of living. 

I thank you. 

The CuHarrMaNn. I thank you. Any questions, Mr. Stults? 

Mr. Sruuts. No, sir. 

The CuarrMaANn. Any questions, Mr. Brush? 

Mr. Brusn. No. 

The CuarrMan. Thank you very much. It is a very good state- 
ment. 

Mr. Ponper. Thank you. 

The Cuarrman. Mr. Knoedler. 


STATEMENT OF FRED KNOEDLER, REPRESENTING KNOEDLER 
MANUFACTURING CO., STREATOR, ILL. 


Mr. Knorputer. Most everything has been touched on what I 
wanted to talk about and I really didn’t come prepared. There is 
one thing. Of course, they talked about that section 102. 
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My three sons and I have been in business since 1946, and, in 
October 1948, we incorporated, but since that time we have loaned 
the corporation practically all of our private capital and it just keeps 
that way. 

You just can’t get money ahead to keep going and the private 
money, what we make as salaries, goes back into the business. 

We do own the busit 1ess, the ‘buildings, and real estate and the 
factory, but, with the income tax the way it is, we paid some tre- 
mendous income tax payments when we were partners, and it made 
it so that we just couldn’t get anything ahead other than a net capital 
around $500,000 and we do deal in $1,400,000 a year. We make farm 
equipment, and the like. We do sell to some Major companies. 

I didn’t know what the nature of your inquiry would be but, from the 
standpoint of the stockholders, the accountant said it was very 
dangerous for a corporation like ours, where it is closed. Of course, 
with me, if something happened to me, as it will, the boys would get 
it all; my wife is gone, other than what the inheritance tax would 
take out of it. There is one thing on which I will have to disagree 
with some people, and that is their comments on socialism this 
morning. 

This is outside of the subject to a certain extent but if you will read 
the platform of Norman Thomas in 1932 and then compare it with our 
present administration, you will find we are not very, very far off that 
1932 platform of the Socialist Party. 

And you can get that platform from almost any library. Socialism 
isn’t too far from communism. If you read back in ancient history 
you will find Korea where we are at right today; Korea at one time 
was one of the most progressive nations in the Orient and the tax 
situation ruined the country. 

You can go back in ancient history to learn that, and I do know the 
tax situation will kill the industries just as surely as 2 and 2 are 4, in 
small industries. 

The CHatrMan. Well, I would agree with you if I felt that it was to 
be a permanent program. 

Mr. Knorpuer. Well, Hitler and a lot of them said theirs wasn’t a 
permanent program, but where did it finally end up? You just read 
ancient history and read the history 

The CuarrMan. I don’t believe that the objective that Hitler was 
trying to obtain and our objective are the same. 

Mr. Knorpter. I[ hope not. 

The CHarrMAN. It certainly is not. 

Mr. Knoepier. The tax situation is weakening the country because 
the young people have a different thinking. Those young people 
growing up who are causing a lot of this—— 

Mr. Srutrs. On the other hand, Mr. Knoedler, I think you have 
been here most of the day; you have seen some young fe llows in here 
who in the last 5 years have taken an idea and a little money and 
have done a tremendous job. 

Mr. Knorpuer. So have I. We need those fellows. 

Mr. Stuurs. We certainiv agree with that and our hope is that 
this committee, working with the rest of Congress, can point out how 
dangerous are the present high levels and the importance of bringing 
those levels down again to where once again you can reinvest and 
grow back at the first opportunity. 
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Mr. Knorpuer. I was down to Washington last week and talked 
to some of the fellows there. I tried to take a broad view of it. I 
do know we have to keep money in circulation, keep it turning over; 
we don’t want to get people to stick all the money in the bank; we 
want to keep it flowing. 

We have to have Russia in there to save Europe, some way. I 
will tell you the reason why; we don’t want to trade with Europe; 
we have to make an even exchange; otherwise we have to give them 
or loan them money. Since we have all the industries here we need, 
we don’t want to import their merchandise and when you analyze it 
I don’t see how Europe can get along without Russia. 

The CuarrMan. It is a real problem. We are faced with some 
real problems. 

Mr. Knorp.ter. I know it. I look at it from the general picture 
and outside of this tax situation, but what I am looking at is the 
whole picture and, of course, I have got to the age where I can look 
back through things, and I do study a lot and I would love to see 
this country not ruin itself with taxation. 

The CHarrMan. I believe you will live to see it. 

Mr. Knorp.uer. I hope so. 

The CuarrmMan. Thank you very much, Mr. Knoedler. 

Mr. Knoxptier. O. K., thank you. 

The CHairMan. That completes the list. It has been a very inter- 
esting hearing and I thank all of those who participated in it. 

Mr. Srutts. Mr. John Davis is from Chicago, the La Salle Con- 
struction Co. He testified in Minneapolis. I asked if he would come 
forward today. We dragged him all the way up there and he had to 
leave to come back to Chicago. Do you have anything to add, Mr. 
Davis, after listening today? 


STATEMENT OF JOHN M. DAVIS, REPRESENTING THE LA SALLE 
CONSTRUCTION CO., CHICAGO, ILL. 


Mr. Davis. No; I don’t think there is anything more than this. 
When I gave my story in Minneapolis, I found there were about 15 
other witnesses up there that said the same thing that I did and then 
I came here today and listened this afternoon and I came to the con- 
clusion that there is only one thing that is happening and that is that 
Washington is surely applying the same taxes to every man in the 
country. 

The CHarrRMAN. I can assure you we hear the same problems every- 
where. 

Is there anyone else here who would like to come forward? 

Mr. Hoveuten Yes, I would. 


STATEMENT OF C. T. HOUGHTEN, REPRESENTING GOOD LUCK 
GLOVE CO., CARBONDALE, ILL. 


Mr. Hovenren. I am president and treasurer of Good Luck Glove 
Co. Iam asmall manufacturer. I started making machines in 1909 
and I have something in mind that I didn’t hear today. 

I am 77 years old and I own 72 percent of this company. I have 
three associates, of rather small means, and they hope that I will live 
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about 15 years more so that they can accumulate enough money to 
handle my affairs if I happen to die. 

Now, I wish that when you would change the tax laws you would 
have the estate taxes in certain cases paid over 5 or 10 years instead 
of all being paid in 15 months; it would help out fellows like me a 
whole lot. 

But if I happened to die, which will be some day, it would take 
quite a sum to pay the estate taxes and my associates might not 
be able to handle it and some of the fellows on the outside might take 
advantage because it has to be raised in 15 months. 

The CuarrMan. I think that is a good point. 

Mr. Hovenuten. Another thing; I don’t know how the law is now 
but if I undertook to sell, about the only people who know what it is 
worth would be competitors and I wouldn’t want to be restricted to 
selling to some competitors if I decided to sell out before I die. 

Another thing I would like to see is double taxes removed, the taxes 
on dividends, and the tax on the one who gets the dividends. I just 
made a few notes while I was sitting here and, of course, you can 
readily understand that I cannot accumulate enough to pay my 
estate taxes and you might say: Sell some of your stock. 

Well, I own 72 percent of the company and it is well for our par- 
ticular company if I control 66% percent of the company; as long as I 
live I don’t want to get down to less than 66% percent. Those are 
about the only things T would like to mention which I didn’t hear 
mentioned here today. I would like to repeat that I want 5 to 10 
vears to pay the estate taxes so that I can arrange with my associates so 
they can handie the affairs. They handle the business now. 

I have some questions that I would like to ask you: As to our 
history, I started with 4 employees 43 years ago and now I have 800 
working, getting along fairly well, and I go along with quite a lot of the 
things said about taxes, but I won’t repeat a word of that at all. 

Mr. Sruurs. I am acquainted with your gloves; I worked outside 
building a stone wall with Good Luck Gloves and have worn them out. 
I have a personal interest in those gloves now. 

Mr. HovGuren. Quite a few tell me that. We ship all over the 
world. You can buy more because I will say the glove business is the 
worst now in all the years I have been in it. 

The CHarnMan. Any questions? 

Mr. Brusu. I imagine Mr. Houghten means change the law so that 
it is effective without special permission from the Commissioner. 
You know you can get an extension of that period by an appeal to the 
Commissioner. 

Mr. Hovauren. You mean an extension for the paying of tax? 

The CHarrMan. Yes. 

Mr. Hoventen. How long? 

Mr. Brusn. I believe 5 years. 

Mr. Hovueuren. That is how my associates would like to have it, 
so that, if I would die, someone could come in and take the whole 
thing in charge. 

The CHairnman. Thank you very much. We appreciate the help 
on the part of all of you who have taken part in the hearings today. 
You have given us some stories, most of which we have heard from 
other areas. 
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On the other hand, you have also given us some new suggestions. 
I assure you we are trying to build a record that will be helpful to 
us when we get an opportunity to try to improve the tax laws. 

You understand, of course, that in the making of tax laws under 
the Constitution, such legislation must originate in the House of 
Representatives and the two committees in the Houses having to do 
with taxes, guard rather jealously their prerogatives. 

This committee has nothing to do with making tax law except when 
it comes on the floor of the Senate, but we hope to be prepared when 
a bill comes over to the Senate from the House, to go before the 
Finance Committee of the Senate and to make these recommenda- 
tions, and I can assure you that we will recommend many of the 
things that you have suggested to us here today, because they are 
the same suggestions that have come to us from many places and 
they are the problems that we know small business is constantly 
confronted with in connection with the present tax program. 

At this point, I will insert some written statements. 


Buiack Wuite LIMESTONE Co.,, 
Quincy, Ill., May 15, 1952. 
UNITED States SENATE SMALL Business COMMITTEE, 
Senate Office Building, Washington, D. C. 

GENTLEMEN: Being unable to appear before your committee in Chicago today, 
we wrote you the enclosed letter addressing it to 610 South Canal Street, Chicago 
Ill., and, as you will see from the face of the envelope, the postal authorities dic 
not deliver same. 

We are, therefore, taking this method of placing it before your committee for 
such consideration as you care to give it. 

Very truly yours, 
Buack Wuitre LiMEsToNE Co., 
By T. P. Buack, President. 


Buiack Wuire Limgsrone Co., Inc., 
Quincy, Ill., May 12, 1952. 
UniTEep States SENATE SMALL Business CoMMITTEB, 
610 South Canal Street, Chicago, Il. 

GENTLEMEN: We commend you for giving small business an opportunity to 
express themselves regarding the difficuities which it encounters under the present 
tax laws. The complaints on the part of small business arising from the present 
tax laws are so many and so complex as to make it impossible to cover the subject 
fully. We recognize the difficulty in framing a tax law that would set up a certain 
standard for one segment of industry and another standard for others. It is, 
however, plain that our tax laws are framed with the larger units of American 
business in mind. The larger concerns can, of course, employ experts whose 
entire duties lie in analyzing and guiding them in regard to the problems which 
come up under each succeeding revenue act. The small concern, however, cannot 
do this and must depend on outside and intermittent assistance which cannot 
concentrate on his particular problem as it is only in a day’s work with them. 

We would like, however, to mentioa a few of the points that oppress the small- 
business man. There is the problem of limitation on earnings to provide neces- 
sary improvements; the difficulty in attracting new capital because of small 
returns after taxes; the encouragement our tax laws give to mergers which only 
tends to make the large concerns larger (only yesterday the writer had a call from 
a privately owned concern in the same line of business seeking to sell out due 
entirely to discouragement); the uncertainty created by the knowledge of what 
portion of earnings one should retain as against possible interpretation of tax 
authorities under section 102; and lastly the discouraging picture as to what is to 
become of his life’s work when he is gone. 

As stated above, it is impossible to adequately discuss these points, but I do 
want to draw your attention to the effect that section 102 has upon small business. 
Anyone who knows anything about present business conditions, knows that it is 
only common sense to carry a good healthy, liquid surplus and that the 70-30 
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scale that has been mentioned as a guide by the Department is perfectly ridiculous 
in any manufacturing business nor is it possible to foresee everything that will be 
required and set the program up in your minutes. We live from day to day and 
we know not what tomorrow may bring forth. The tax man has the benefit of 
hindsight. 

This provision, as we recall it, was first placed in the tax law with the idea of 
preventing unfair retention of profits in order to freeze out small stockholders and 
with that conception it was fairenough. But what has happened is that the tax 
collector has seized upon it to double tax to the last degree, every dollar that they 
possibly can. I do not believe that our Government has drifted so far from fair 
ethics as to sanction this sort of thing and certainly it is unnecessary. It is quite 
possible for an individual owning a small corporation and having some outside 
income to pay more than 100 percent combined taxes on part of his total income 
if he follows the 70-30 rule. 

While the various points enumerated above are all of great concern to the 
small-business man, we believe that the constant threat hanging over him and 
the uncertainty as to what to do under section 102 is the most serious. Next to 
that we would enumerate the possibility of the dissipation and liquidation of a 
business that he has spent a lifetime in building up with the hope of benefiting 
those he leaves behind. 

Again I want to thank you for this opportunity to express the viewpoints of 
the little fellow. 

Very truly yours, 


Biack Waite Limestone Co., 
By T. P. Buack, President. 
Thanks very much. The committee will stand adjourned. 
(Whereupon, at 3:45 p. m., Thursday, May 15, 1952, the hearing in 
the above-entitled matter at Chicago, Dl., was closed.) 


Exursir | 


Private ENTERPRISE Succeeps With ELEcTROLYTIC MANGANESE—A DECADE 
or ELecTROLYTIC MANGANESE ! 


(By Russell H. Bennett, chairman of the board, Electro Manganese Corp., 
Minneapolis, Minn.) 


PRIVATE ENTERPRISE SUCCEEDS WITH ELECTROLYTIC MANGANESE 


Practically pure manganese metal, made electrolytically, is being produced 
today on an important scale largely because of the patient efforts of the privately 
organized Electro Manganese Corp. over a 10-year period. Last year the output 
of this company’s plant at Knoxville, Tenn., reached its high point of over 4% 
million pounds, bringing the total made by the company during the decade to 
more than 22 million pounds. The manganese is about 99.98 percent pure. 

During this period, the trend in the company’s production and sales has been 
one of steady, though perhaps not spectacular growth. The price of the metal 
has been lowered to 28 cents a pound in carload lots, from 40 cents for a less 
pure grade. About one-half of the plant’s production has gone into ferrous 
manufacture and one-half into nonferrous alloys and into chemicals. The 
installed capacity of the plant is about 450,000 pounds of metal a month. 

The plant at Knoxville was originally designed by Bureau of Mines’ personnel 
after prolonged laboratory work in the Bureau. Proposed initial capacity was 
2,000 pounds of manganese metal a day. Construction by the Bureau was 
completed in 1939. However, many unforeseen difficulties were encountered. 
At this point the Electro Manganese Corp. entered the picture and took the 
project‘over. Further research was necessary and its technical staff set to work 
upon’ the problems. Complete redesign and rebuilding of the plant followed. 
Only private capital 

All funds for this work and for the plant construction were furnished by private 
investors, who likewise made up the early operating losses. An exception was 
the wartime financing by Defense Plant Corporation of an addition to plant 


1 Reprinted from Engineering and Mining Journal, July and October 1949. Copyright 1949 by McGraw 
Hill Publishing Co., Inc., 330 West 42nd:St., New York 18, N. Y. 
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capacity. The money thus advanced has since been almost entirely repaid to 
the Government through rentals and interest and purchase of facilities. 


The record is good 

Commercial production really began in January 1941, in the opinion of the 
Electro management. Some manganese nevertheless was produced in the two 
years preceding—over 43,000 pounds in 1939 and almost 419,000 pounds in the 
following year. Output then jumped to more than 1,190,000 pounds in 1941 
and made a further 10 percent increase in 1942. Thanks to the addition to 
plant capacity, completed in May 19438, the next 3 years saw production 
mount steadily, the outputs for 1944 and 1945 being between 3,300,000 and 
3,400,000 pounds, respectively. Production fell almost a third after the war in 
1946 but just missed 314 million pounds in 1947. Last year it reached its high 
point of over 4% million, as stated previously. The electrolytic metal has had 
to compete with the various grades of metallic manganese long made by other 
methods. i 

In the past decade some electrolytic manganese has been made by the Bureau 
also. In the 5 years 1942-46, inclusive, a total of approximately 1% million 
pounds was produced. ‘This was made in the Bureau’s experimental plant at 
Boulder City, Nev. This plant embodied many features that were different 
from the Knoxville commercial plant. Certain items developed at Knoxville 
were used, just as the latter plant has been using the sulfur dioxide gas addition 
developed in the Bureau. 

Since 1946 the Electro Manganese Corp. has been the only producer of electro- 
lytic manganese in the United States. Technologically, the operation at Knox- 
ville has made substantial progress. Today the company thinks its process is 
as reliable and controllable as other commercial electrochemical processes. 

In an early issue, the full story of the Knoxville enterprise will be told by 
Russell H. Bennett, chairman of the Electro Manganese Corp.’s board. 


A DECADE OF ELECTROLYTIC MANGANESE 


Performance in an electrorefining or an electrowinning operation is judged 
mainly by the over-all recovery of metal and the current efficiency. By these 
standards the Electro Manganese Corp., in its production of manganese metal 
at Knoxville, Tenn., has achieved substantial progress. Recovery has been in 
creased from the low forties to the high eighties, and current efficiency has been 
raised from the low fifties to the high sixties. However, these percentages b 
themselves eannot be used to compare this operation with other electrowinning 
processes, such as those for copper and zine, owing to the unique nature of the 
electrolvtic manganese process. 

The Knoxville plant and process have been described elsewhere. It is not my 
purpose here to deal at length with the technology of the process but to review 
certain economic facts and their bearing on the future of this relatively new 
industrial product, electrolytic manganese. 

A flowsheet of the process, taken from Dr. Mantell’s article,? is presented. 

It is evident from it that the process is not simple nor comparable with the 
copper and zine electroWinning processes. Certain considerations, fundamental 
in nature, will always circumscribe its application to manganese ores and limit 
the extent to which it will replace the standard, long established, pyrometallur- 
gical processes. My reasons for this statement follow. I have endeavored to 
express them in terms as general as possible, consonant with the chemical factors 
involved, and have avoided specific values for the sake of simplicity. It should, 
however, be emphasized that proper evaluation of the electrolytic manganese 
process in industry can be made only by an engineer thoroughly familiar with 
the practical application of electrochemical theory as well as the theory itself. 


~ 





2 W. L. Hammerquist, Steel, 105, 42-5 (October 30, 1939). Also E. M. Wanamaker and H. L. Chamber- 
lain, unpublished paper delivered before Chattanooga, Tenn., meeting of American Chemical Society, 
October 10, 1947. Also C. L. Mantell, J. Electrochemical Society 94, 232-43 (1948). 
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Why application of flowsheet is limited 


1. Manganese has a high negative value with respect to hydrogen in the 
electromotive series, and by reason of this is probably the last metal that can be 
plated out of aqueous solution. 

2. The loss of current in heating solutions and evolution of cathodic hydrogen 
will never be low. Promotion of hydrogen over-voltage has been remarkably 
successful, however, and is in large part responsible for the improvement in 
current efficiencies referred to. 

3. A high content of buffer solution, which is ammonium sulfate, must be 
carried for conductivity and prevention of manganese dioxide precipitation in the 
cell, and this content, together with the manganese sulfate and the sulfates of the 
alkaline earth and alkali groups, results in virtually saturated electrolytes; this 
concentration of salts makes it necessary to control solution temperatures very 
closely. Sudden cooling would be disastrous; the electrolyte pumps, pipes and 
launders would be filled with crystals. As it is, even in the mild climate of 
Knoxville, there is a certain amount of unavoidable crystallization, with conse- 
quent trouble and expense. 

4. Manganese is so active an element that re-solution in the cell can take place 
very rapidly, for a number of causes, principally from power failure. An inter- 
ruption in power will cause the plates in the cells to “‘go black,”’ that is, the man- 
ranese On the cathodes redissolves, with evolution of hydrogen. A power outage 
of but a few minutes makes it necessary to pull all cathodes, of which there are 
1,400 in the 70 cells now operating. In this respect, the power supply, purchased 
from the Tennessee Valley Authority through the Knoxville Utilities Board, is 
reliable. 

5. Power requirements are much higher than in any other electro-winning work. 
The a. c. over-all consumption at Knoxville is between 5 and 5.5 kilowatt-hours 
per pound of finished manganese metal. This compares with 1.5 kilowatt-hours 
per pound for copper; 1.6 kilowatt-hours per pound for zinc; 0.8 kilowatt-hour per 
pound for cadmium; or, in electrorefining processes using aqueous solutions, 
1.1 kilowatt-hours per pound for nickel; 0.04 kilowatt-hour per pound for lead; 
and 1.20 kilowatt-hours per pound for iron. 

6. The available manganese ores of the world require roasting before their metal 
content becomes acid-soluble. Roasting of ores (or mattes) is a part of other 
electro-chemical processes, but in all except the manganese process this roasting 
is oxidizing in nature rather than reducing, and the latter is a much more difficult 
operation than the former. A large part of the efforts at Knoxville were devoted 
to finding a proper method and apparatus for this difficult operation. It has been 
eee accomplished. Percentage of reduction to divalent manganese is 
about 99. 

7. The electrolyte purity must be maintained at a very high level. Currently, 
the catholyte contains less than 1 mg. per liter of any impurity, excepting only 
some elements of the alkaline earth and alkali groups, which cannot be electro- 
lytically deposited from aqueous solution. 

8. The electrolytic manganese process is a two-solution system; that is, it has 
an anolyte and a catholyte. These solutions must be kept separate. This cir- 
cumstance arises from the inescapable fact that manganese cannot be plated 
from an acid solution and manganese cannot be dissolved from its (reduced) ores 
in a basic solution. Thus we have to have a diaphragm céll, as in other established 
electrochemical processes such as the formation of pigments, of which white lead 
is an example, and nickel refining. However, conditions are much more severe in 
manganese electrodeposition. The necessity of running a diaphragm cell will 
always impose a considerable expense on the final product. 

9%. The electrolytes have proven to be extremely corrosive. Not only is there 
the free acid in the anolyte of about 30 grams per liter, but there is the phenomenon 
known as “‘salt creep,” i. e., the growth (with a prying and spreading effect) of 
salt crystals, of a complex nature, wherever there is cooling or evaporation. 
Much effort has been devoted to the search for materials that would stand up in 
use in digestors, pumps, launders, tanks, cells, and other equipment. The solu- 
tions vary in temperature from 30° C. to 50° C. The preferred materials have 
come to be stainless steel, lead, wood, and rubber. The wartime plant expansion 
program, in 1943, made under contract with the Defense Plant Corporation, 
demanded considerable quantities of these then critical materials; which the War 
Production Board deemed wise to allocate to the manganese plant. 
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This rather formidable list of reasons is given in an attempt to evaluate the 
economic position of electrolytic manganese in the industrial field, and to explain 
why it is a misconception, unfortunately rather widely spread, to think of elec- 
trolytic manganese as ever displacing standard ferromanganese, made by the 
long-established blast-furnace or electric-furnace, single-stage methods. ; 
_..fen years have elapsed since the Electro Manganese Corp. was organized. 
rhe company continues to be the sole commercial producer of the electrolytic 
metal. During the decade the trend in both production and sales has been 
one of steady growth. The price of manganese metal has come down from 42 
cents per pound (for less pure pyrometallurgical metal) in 1939 to 28 cents (for 
electrolytic, carload lots delivered) in 1949. 





Reducing furance seen from discharge end. Tubes in firebox are of centrifugally-cast high-alloy steel. 
Heat is furnished by resistance elements under thermostatic control. 


During the first 2 years of the Corporation’s existence, its efforts were devoted 
largely to research and experiment. Commercial production began in January 
1941. Before that, and for at least 2 years afterward, the most perplexing and 
discouraging difficulties were encountered—difficulties which only the engineer 
who has had the experience of bringing a new, intricate process into commercial 
being can appreciate. 

Much confusion exists in the metallurgical industry concerning priority of 
discovery and the relative roles in the United States Bureau of Mines and the 
Electro Manganese Corp. in developing the electrolytic manganese process. 
The facts are as follows: 

The Knoxville plant was originally designed by Bureau of Mines personnel, 
following extended laboratory experiments. Its proposed capacity was 2,400 
pounds of metal a day. Construction was completed in June 1939. Unfor- 
tunately, many unforeseen difficulties appeared on an operating scale. The 
original plant was an almost complete operating failure. It had to be com- 
pletely redesigned and rebuilt, after a period of new research and engineering. 
This was done by the technical staff of the Electro Manganese Corp. All funds 
for development work and plant construction at Knoxville were furnished by 
private investors, and early operating losses were made up by them. In the 
new plant, the only features of the original design by the Bureau which were 
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retained were the addition of SO? gas to the catholyte, which was discovered by 
Shelton and associates in the Bureau of Mines, the dimensions of the electrolytic 
cells, the use of a sulfate electrolyte and of ammonium sulfate as a buffer solution. 
The last two steps had been developed before the Bureau undertook its electrolytic 
research program—the use of manganese sulfate by Van Arsdale 3 in 1918 and of 
ammonium sulfate by Allmand and Campbell ‘ in 1924. 


Production of electrolytic manganese in United States, 1939-48, by producers, in 
pounds 

l ] Tl Z ] 

| Bureau | ote |, Hlectro | Bureau 

| of Mines| Total || | Manganese | or Mines 

j /OTp. 


Electro 
Manganese 
i} 
| uo % aie a 7 } 

} ‘ — 43, 669 | Decne aa ik 3, 398, 569 280, 336 | 3, 678,905 

418, 837 418, 837 || 1946 * ; 2, 120, 943 127,614 | 2, 248, 557 

1, 190, 042 1, 190, 042 1 _. a | 3,409,181 |........_.] 3,499, 181 


1, 306,310 | 149, 380 | 1, 455,690 || 1948..-------.-.| 4, 523,097 | | 4, 523, 097 

2, 385, 486 | 464, 690 | 2,850, 176 || 

8, 308,071 | 476, 200 | 3, 784, 272 |) Total......| 22, 194, 205 (1, 498, 220 |23, 692, 425 
1 


"Se tectum Yo aan oie al aie ce 


Even after commercial operation began on January 1, 1941, it was none too 
reliable, and production was subject to puzzling fluctuations. With increased 
knowledge of the fundamental nature of the operation, perfermance became 
steadier until today close control has been achieved. The installed capacity of 
the Knoxville plant is now 450,000 pounds of metal a month. The metal is about 
99.98 percent pure. 

The production of the Bureau given in the table was made in an experimental 
plant at Boulder City, Nev., in the years shown. This plant embodied many 
features different. from the Knoxville commercial plant. However, the items of 
cathode-sheet composition and cathode-sheet process prior to electrodeposition 
were used as developed at Knoxville. The Knoxville plant continues to employ 
the SO, gas addition, as discovered by Shelton and associates of the Bureau; 
however, with further understanding of the function of this addition agent, there 
has been develoned a substitute, which has been used in the pilot plant with 
satisfactory results. 

It should be noted that the addition to plant capacity completed in May 1943 
was financed by the Defense Plant Corporation. The sum advanced, however, 
has, with the exception of a small balance owing on a purchase contract, been 
entirely repaid to the Government by way of rentals and interest and purchase 
of facilities. 

In passing, it may be noted that a little electrolytic manganese was produced 
in Japan during the war. It was of an impure grade. 

Approximately half of the Knoxville plant’s output has gone into ferrous 
manufacture and half into nonferrous, including copper, aluminum, magnesium, 
and nickel-base alloys, and into chemicals. Customers and researchers have 
developed certain uses for which the metal, by reason of its purity, is indispensa- 
ble, but the sum total of such marketings is not large, and would not by itself 
sustain a commercial electrolytic manganese plant. The new product, which 
reached maturity in World War II, has not been the beneficiary of a large-scale 
process analogous to zine die-casting. It was this that gave electrolytic zine such 
a prominent place in nonferrous metallurgy. Electrolytic manganese, moreover, 
has had to make its way in competition with the various grades of pyrometallur- 
gical manganese established in industry long before. 

By far the largest part of the consumption of manganese is in the form of 
standard ferro, of the analysis and price given. It is difficult to ascertain the exact 
percentages of the total of standard ferro and other grades of ferro because detailed 
statistics are lacking. The division between standard and low- and medium- 
carbon ferro is, however, given in the Minerals Yearbook, and on this basis the 
percentage of standard to total (excluding spiegel and other low-grade products) 
is about 96 percent. Medium carbon ferro, used where carbon, phosphorus, sulfur, 
and iron limits permit, is, like standard ferro, produced and marketed at a price 
which had not as yet encouraged consumers to consider electrolytic metal as a 
substitute. 


3G. D. Van Arsdale and C. G. Maier, Trans., Amer. Electrochem. Soc. 33, 109-129 (1918) 
4A.J. Allmand and A. N. Campbell, Trans., Faraday Soc. 19, 559 (1924). 
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It is with the grades other than those of standard and medium-carbon ferro- 
manganese that the new product has ccme to complete (except for the relatively 
few indispensable usages already mentioned). The grades other than standard 
and electrolytic are produced by multi-stage smelting operations long established 
in practice, but demanding not a little metallurgical skill and experience, and also 
ores of favorable analysis, particularly with respect to iron and phosphorus. 

With the exception of manganese metal, pyrometallurgically produced (which 
now seems to have been relegated to a minor role), electrolytic manganese is at a 
price disadvantage which ranges from 2 cents per pound (packed and delivered) 
in the case of low-carbon special grade, to 14.75 cents, in the case of low-iron 
ferromanganese. Yet it is interesting to note that electrolytic is used in competi- 
tion with all these lower-priced grades. 

The degree of competition probably cannot be analyzed in detail because 
meta)lurgical practice and accounting methods vary with each company that uses 
high-purity manganese, and indeed within various plants of the same company. 
In steel, electrolytic manganese is used almost exclusively in stainless stee's, too] 
steels, and special] alloy steels. Among companies making these products, certain 
ones use electrolytic manganese excusively, others use it in part, and others do 
not see an advantage equa! to the price differentia]. The same may be said about 
nonferrous and chemical manvfacturers. 

What constitutes an impurity will vary with the nature of the product. Thus 
the stee] metallurgist will not object tc iron, but will object to carben, sulfur 
and phosphorus. The aluminum metallurgist will object to iron and in certain 
cases tosilicon. The manufacturer of manganese chemicals wil] object to what- 
ever elements other than manganese are taken up in his solutions, or, if taken up, 
are harmful to his product. 
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Probably there are as Many ways of calculating the relative advantages of 
electrolytic and other high-purity manganese as there are metallurgists to calcu- 
late. If there is any trend in preference, it is toward the highest grade for manu- 
facture of high-purity products. The following testimony of an industry witness 
before a congressional committee is enlightening in this respect.5 

“Each alloying addition, such as Manganese, contributes to the chemical 
analysis of the stainless steel being made. Electrolytic manganese contributes 
no undesirable carbon, sulfur, or phosphorus when it is added to a melt of 
stainless steel. 

“These chemical and metallurgical factors are important in the production 
of stainless steels of the highest quality and governed our company’s decision to 
adopt electrolytic manganese in preference to other less expensive materials.” 


Wider use depends on price 


Obviously the volume of electrolytic manganese that will be used in industry 
is a function of its price. There is probably no consumer who would not use it in 
preference to any other form of manganese if prices were equal. From the brief 
review given of some of the metallurgical factors involved in its production, it 
should be apparent that for the great bulk of consumption (standard grade), 
costs can never come within hailing distance of the simple, single-stage blast- 
furnace or electric-furnace method. It is very difficult to envisage any discoveries 
which will invalidate this statement. For other purer products produced in very 
much smaller quantities but very important withal to modern industry, the 
choice of material will depend on many variables, with the very high purity of 
electrolytic Manganese tipping the scales in its favor, as modern metallurgy 
evolves new products forever more severe conditions of usage. 

The trend in the price of electrolytic manganese has been consistently down- 
ward. In 1942 it was 40 cents a pound (carlod delivered basis) and it is now 
28 cents. This reduction has taken place during a period when costs of produc- 
tion have been strongly upward, as measured by the Department of Labor index. 
For example, the increase according to this index has been (from 1942 to 1949) 
101 percent for nonferrous metals and 74 percent for iron and steel. 

While the more obvious savings in the process have perhaps now been accom- 
plished, there remain Many interesting possibilities for further progress, a certain 
number of which research and engineering will translate into actualities. One 
major item on the cost sheet is wholly uncontrollable by the company and this 
is the price of ore. Since the close of 1946 it has shown an appreciable increase. 

The company Maintains a research staff, which is constantly seeking ways to 
improve plant practice and reduce costs. One of its most important functions 
is to ascertain the suitability of any particular ore. This is done not only by 
complete chemical analysis but by pilot-plant testing, in which large-scale plant 
conditions are closely simulated. Such tests have been made on almost all ores 
that move in commerce. Commercial-scale plant runs have been made on many 
of them, both foreign and domestic, including Chamberlain nodules, Anaconda 
nodules, Batesville carbonate ore, and several Appalachian dioxide ores. 

Domestic ores have, unfortunately, one or more undesirable properties for the 
electrolytic process. Some carry appreciable amounts of magnesium, which 
causes the precipitation of a complex salt containing sulfates of ammonia, mag- 
nesium, Manganese and calcium, with consequent loss of the valuable ammonia 
and manganese contents. There are certain impurities that, even in minute 
quantities, inhibit plating and that present purification processes do not remove. 
Quoting from Wanamaker and Chamberlain: ® 

‘Unlike some other electrolytic processes, impurities in the catholyte do not 
deposit with resultant impairment of current efficiency, but some impurities 
inhibit manganese deposition in favor of hydrogen evolution. It would be poor 
judgment to base an electrolytic manganese plant on a certain mine, unless the 
most exhaustive tests had first been made. It is not intended to give the impres- 
sion that only a few particular ores can be treated. We can, with suitable flow- 
sheet changes, manage to use most ores, but it is expensive and unpleasant to 
make these changes.” 


Plant would be larger for low-grade ores 


All large domestic ore bodies so far discovered are unfortunately low-grade and 
lend themselves poorly to known methods of concentration, with the exception of the 
rhodochrosite ores of the Butte district. This fact imposes the condition that 
' 

§L. F. Weitzenkorn, superintendent, Armco Steel Corp., metallurgical department, rustless division. 
® Reference cited. 
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any electrolytic plant for these ores must be larger for a given output than a plant 
to treat high-grade imported ores. As an illustration, the residue from Chamber- 
lain ncdules would be 12 times as great as that from the ore mixture which the 
Knoxville plant is currently using. The effeet of this on over-all recovery to 
metal is readily apparent to an experienced metallurgist. 

Chamberlain nodules, while very low-grade (as received at the plant they aver- 
aged 17.12 percent manganese), still constitute in the mass the greatest domestic 
reserve cf manganese. Apart from the factor of recovery, the amount of nitrogen 
in the form of ammonium sulfate needed for treating them would, on the basis 
of experience with electrelytic manganese, be so great that no plans for construc- 
tion should be made until we know where this nitrogen is coming from. 


More research imperative for domestic manganese 


The problem of domestic mangar ese is one of research and experiment for the 
production of concentrates suitable for blast-furnace or electric-furnace smelting 
directed to the production cf standard-grade ferromanganese. In that 96 percent 
or more of all manganese produced falls in this classification, the situation is most 
acute. Blast-furnace smelting is a large-volume, low-cost operation. It would 
seem that national security makes it imperative now to assemble a group of experi- 
enced metallurgists to attack the problem of concentration of domestic low-grade 
ores. Much work, to be sure, has been done, but the results are not properly cor- 
related, nor are new techniques adequately looked into. 

The choice of ores for an electrolytic manganese plant is a complex subject, one 
upon which a volume could be written based on experiences at Knoxville. Any 
le w-grade ore imposes very great expense, not only for operation but for construc- 
tion, over high-grade ore. No plant operating on a single ore can in all probability 
be as economical as one so located as to draw upon a variety of ores. The correct 
blending of ores is even more important than in the case of a nonferrous smelting 
operation or an electrolytic zine plant. In the electrolytic zine process the 
experience as to the nature of the plant feed has been parallel to manganese, 
that is, the hicher the grade the better. 

The Knoxville plant is currently running on a mixture of three high-grade 
imported ores. It is performing steadily and consistently, and its produce has 
made available a new material for the advance of modern industry. From an 
early and difficult beginning production has been brought under careful control 
until new the process can be said to be, in experienced hands, reliable and 
controllable. 


Exursir II 


QUEEN Stove Works, INc., 
Albert Lea, Minn., April 7, 1952. 
SENATE SMALL Bustness COMMITTEE, 
Washington, D. C. 
(Attention Mr. Walter B. Stults.) 

Dear Mr. Sruits: Upon the request of Mr. Frank Wells, who attended the 
hearing on taxes covering small business, I am herewith submitting a brief on 
the Queen Stove Works, Inc., Albert Lea, Minn. 

We feel that small business is handicapped under the present tax set-up on 
double taxation of dividends. Where a business is owned by a small group of 
individuals, the corporation must pay the tax and, if there are any dividends paid, 
the stockholders also pay a double tax. 

In many cases small-business dividends are not paid but are plowed back into 
business until sufficient working capital has been created where a dividend can 
be paid. When these dividends are paid the owners are penalized by double 
taxation. 

In most small businesses the owner is allowed the profits to accumulate in the 
surplus account in order to take care of any expansions or purchase of new equip- 
ment. In many cases, because of the high tax rate, this is not possible, due to 
the fact that most small businesses are paying on a mortgage or are paying on 
other equipment that has been purchased in the past and have a certain amount 
of payments to be made each month. 

Because of the high rate of taxation, it is impossible to purchase new equipment 
without damaging the working capital of the business. Most of these commit- 
ments were created prior to the increase in taxation. 
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Some consideration for small business would be the increase in the depreciation 
on any equipment they purchase. In many cases the machinery is worn out a 
long time before the depreciation reserve. 

Yours very truly, 
QUEEN Stove Works, INc., 
C. E. Hotmauist, Secretary. 


Exursir II] 
KICKERNICK, INC., 
Minneapolis, Minn., April 14, 1952. 
Hon. Rosert C. HENDRICKSON, 
Senate Office Building, Washington, D. C. 

Dear Stir: Because the corporation’s annual stockholders meeting was held on 
April 4 it was not possible to appear before the United States Senate Subcom- 
mittee on Taxation of the Small Business Committee. 

Our experience with the injurious and destructive effects of taxation as we now 
know it is such that we believe it would be helpful in your studies. We are, 
therefore, sending the attached, hoping that it is not too late to become a part of 
your Minneapolis files. 

Yours very truly, 
E. T. WinGEt, Jr. 


Kickernick, Inc., a Minnesota corporation with one plant located in Min- 
neapolis, produces fine lingerie to serve the quality market. It employs about 300 
people, does an annual business of about $4,000,000, has an annual payroll of 
about $1,040,000, and distributes its products nationally. 

This business started in 1910 with a foot-powered Singer sewing machine in a 
private home. It has grown to its present size through plowing virtually all 
earnings back into the business and through bank borrowing. Its growth has 
been steady and its earnings so modest that it has had to rely on local banks for 
working capital over a number of years. 

The following table shows the percentage of profit on sales, both before taxes 
and after taxes since 1941. 





P Profit per- Profit per Profit per- 

. cel centage on , centage on centage on 

Year Sa t I sules after Year sales before sales after 

axes taxes taxe taxes 

1941 a 1.65 1.16 1947 3,34 1.81 
1942... 6.34 2.10 1948 1, 07 . 55 
1943 3. 81 1, 21 1949 . 98 . 50 
1944 : 3. U4 99 1950 3. 38 1, 84 
1945 1.79 RS 1950 &. 9. 2.38 
1946 on . 0. 74 2. 93 195] 2. 03 1.18 


Kickernick has continued to grow slowly but steadily over the years because it 
offered a genuine service to the public. Its profits have never quite kept up with 
this growth, necessitating continually heavier bank borrowings. When, in 1949, 
an internal change brought greater operating efficiencies and started a trend 
toward a better profit showing, the tax burden nullified those efficiencies and 
prevented any progress which had been earned toward a catching up with the 
financial needs. Like running on a treadmill, great effort is expended to get 
nowhere. The security of job opportunity, the delivery of a real service ot the 
public, and the maintenance of a part of our economic fabric is impaired. Should 
we go through a period of a noticeable slowing down of our economy, it could 
result in serious injury. An abnormally low profit during the years which now 
serve as a base for excess-profit taxation is particularly harmful. 

Not the least injurious of recent tax laws is the gradual squeezing of tax obliga- 
tions into a 6-month period. This now requires bank loans to meet. As the 
amount to be paid in the first 6 months increases further, it will require not only 
the limit of bank loans but a forced reduction in inventory, resulting in reduced 
employment, reduced service to the consumer, the loss of customer good will, and 
a yearly throttling of the business. Something must be done about this. We 
would like to suggest 12 monthly equal! installments. 
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A problem facing all companies as old as this one is the matter of building 
sufficient reserves to replace worn-out buildings and machinery purchased with a 
much more valuable dollar. Replacement costs are as high as five times the 
original cost. With taxation what it is, where is the money going to come from 
to replace these depreciating assets? What can an alert, growing business look 
forward to as a result of strenuous personal effort put into it, excepting heavy 
burdens over which it has no control. 

It is our sincere belief that present taxation is stifling all but the larger businesses, 
throttling their activities, and undermining the very foundation of our economy 
as we approach a potential economic period when great strength will be needed 
to prevent very serious economie and social dislocation. 





Exuisir IV 


Hemenway Hy-Test Concrete Propucts, Inc., 
Albert Lea, Minn., April 8, 1952. 
SENATE SMALL Business ComMMITTEE, 
Washington, D. C. 

GENTLEMEN: In connection with the request of your committee for comments 
from small business as to the problems facing them in these times of high prices 
and high taxes, I wish to thank your committee for the privilege of expressing my 
views as to the impact of taxes on small business. 

I started my present business in 1935 when I first made a cement block by hand. 
Business grew until at present our sales are over $200,000 a year, and our annual 
payroll over $45,000, excluding officers’ salaries. Our business was incorporated 
in 1947, 

One of our greatest problems has been our working-capital problem. We have 
had to manufacture during the late winter months when no sales were available, 
in order to build up an inventory to have available when the demand for our 
product arose in the spring and early summer. This meant that it was necessary 
for us to borrow at the banks rather heavily to purchase materials and meet our 
payroll. In planning our business for the future, we relied heavily on our past 
experiences, taking into account the business outlook in our locality as to potential 
building, and general business conditions nationally. We had planned, based 
upon the assumption that we had a fairly stable Federal income-tax law; we were 
familiar with its rate of taxation, but not too familiar with its other provisions. 
Then, at the end of our fiscal accounting period, March 31, we find that a new 
Federal tax law has gone into effect, not only affecting our planning for the future 
year, when we naturally would expect rates of the new law to apply, but find that 
the law was made retroactive to a prior date. This naturally upset the plans that 
were heretofore made, and also effected our future planning. 

it is the desire of all business to progress and move forward; and, in order to do 
so, it is necessary to plan ahead. But, when business cannot plan ahead, insofar 
as Federal taxation is concerned, it greatly hampers business expansion, for one 
does not know how much of his earned surplus, that was earmarked for building up 
inventory or replacement of equipment, will be removed from kis planning by the 
effect of a retroactive income tax, either in the raising of the normal and surtax 
rates or the increase in the excess-profits rates, or in its other provisions, such as 
the amount granted as an excess-profits credit. 

We had planned to build another plant at Austin, Minn., a community 20 miles 
distant, but discarded the idea due to the fact that we would have to borrow 
money to put the plant up, and we would have to repay the banks on a short-loan 
basis, but we would also have to pay over 30 percent of our income in taxes under 
present rates, and we have no reasonable right to assume these rates will not be 
increased. 

These increases affect our first dollar of earned income. Small business, such 
as we, feel very seriously even a slight increase in tax rates, and which hinders us 
to accumulate a cash reserve sufficiently large enough to carry us through a period 
of two or three lean years. In the event we were to suffer a bad year, following 
a good year, we question our ability to survive, as the bad year would not only 
affect our earnings but we would have to raise cash to pay off a tax liability 
created in a good year. The unstable and unpredictable Federal tax situation 
that changes at least once each year has a very detrimental effect on expansion 
of small business, and possibly on large business also. If in our planning we 
could rely upon a stable Federal tax, we would feel more inclined to expand. As 
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it is, we cannot plan on having any definite sum of our earnings for expansion 
from year to year. 

As an example, our income for 1951 increased $6,688.13 over 1950, or 24.49 
percent. The corresponding income-tax liability was $5,332.92, leaving a net 
of $1,345.21 remaining. As you will note, 89.7 percent of the increase in earnings 
over last year was wiped out in income taxes. If we had built the plant and 
contracted to pay a sum certain out of profits based on our past earnings and past 
taxes, we would have planned on using this $6,688.13 increase, but when the 
payment eame due in 1951 this payment which we had the foresight to expect 
was not available. For in the meantime Congress decided we needed more money; 
a new Federal tax was enacted, and made retroactive and we would then be forced 
to completely alter our plans. Small business and in general all business is now 
put on a 12-month basis, or less, of planning. 

At the present time, we are considering the purchase of a new block machine, 
as the life of machines in the cement-block business is not very long. We now 
find that to replace the machine which we have will cost us considerably more 
than the present machine due solely to the higher costs of manufacturing all 
along the line. Our problem is concerned with its financing, and the prospects 
of where to get enough working capital to operate our plant and repay the loan 
that will be necessary if the new equipment is purchased. If it is not purchased 
we must pay a penalty of loss of production due to breakdown, increased labor due 
thereto, and a substantial sum to be expended for repairs. On the other hand, if 
we knew with any degree of certainty what we could expect as to Federal taxes, 
we might see fit to plan our budget to keep production at its present level or to 
increase it, but we fear to tread further. However, as a comparison, we can with 
a fair degree of certainty ascertain our State income-tax liability, for it has been 
on a more even keel. 

I was very much gratified to see the interest that your committee has taken 
toward the welfare of small business. It reminds me of an expression I once 
heard that “This world does not move near as fast by the mighty shoves of the 
few but by the tiny pushes of its millions of people,” and I feel that your committee 
is appreciative of the fact that it is the small business that has a greater impact 
upon our national prosperity than a few of the great corporations of our times, and 
if the small business is given a fair opportunity to grow and expand they too can 
approach the growth and financial status of some of our larger business enterprises, 

Small business ventures will not live long if they are not properly managed, 
These will fail. But those that have proper management and possibilities of 
growth should be encouraged. How? Some way can be devised to assist them to 
obtain working capital when young and struggling, when they have been unable 
due to their age of establish credit. There is a provision in the Minnesota State 
laws covering cooperatives, and which I felt was due to this fatherly love for 
young business. This was to the effect that the cooperative during its first 3 
years could appropriate ail of the earnings, and would not be obliged to pay or 
credit it to patrons. Some such relief to small business for its first 3 or 5 vears 
might permit small business to pay for its physical assets, and to relieve it of the 
burden of high interest rates in its infancy and other financial woes that it must 
survive during that period or some other method which would accomplish this 
purpose. Of course, consideration of the spin-off provisions of the code would 
have to be considered, to prevent the unscrupulous from unfairly taking advantage 
of such a situation. 

This letter expresses my feelings in the matter, and I sincerely hope that your 
committee may be helped in some degree from the information obtained by you 
during the course of your hearings. 

fespectfully submitted. 

HEMENWAY CoNCRETE Propucts, INc., 
By Roy Hemenway, President. 





Exuipirt V 
MeEaAb-SuypaM Co., 
Orange, N. J., April 14, 1962. 
Unitrep Sratres SENATE’s COMMITTEE ON SMALL BUSINESS, 
Care of Senator Robert C. Hendrickson of New Jersey, 
Senate Office Building, Washington, D. C. 

GENTLEMEN: The opportunity afforded small-business concerns to present 
comments on their tax problems direct to your committee is greatly appreciated 
by this writer. 
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My own business is one of the very smalls, employing about 35 men and gross 
sales of about $400,000 yearly. It is not incorporated; it is a partnership. 

Like many other businesses today, there is not enough money left after taxes 
to take care of needed plant expansion, improvements for the betterment of 
employees conditions, installment of better and modern machinery, etc. A 
partnership has no stock to sell to obtain additional working capital; or if it were 
incorporated, there would probably be no market for the sale of stock. There 
is no soundness in borrowing for making improvements or expansion with no 
foreseen way of paying off the debt. 

The foundations of substantial small businesses like our own are being torn 
away slowly and surely by the drain of taxation. Our business has grown from 
a small beginning many years ago when taxes were lower. It grew from simple 
living, careful saving, and plowing the profits back into the business. Today, 
after taxes and a modest living, there is nothing left to be plowed back, 

It seems to me, that if facts and figures are presented to your committee by 
small-business owners, you will get a better over-all picture of the situation. 
With that point in view, I would like to ask a few moments of your time to present 
facts that are uninteresting to read, but serious to us. 

In our plant we use a considerable number of steel molds for molding our prod- 
ucts of concrete. At the present time we have to replace 20 of these molds with 
new ones. The molds to be discarded cost us about $6,000. The new molds will 
cost us today approximately $18,000. Granting that the $6,000 has been written 
off by reserve for depreciation; from where is the additional $12,000 to come? 

We operate a number of delivery trucks which have to be replaced from time 
to time at higher costs than the old. Factory cranes, hoists, mixing machines, 
lift trucks, and much other factory equipment have to be replaced frequently at 
much higher costs. Obviously the depreciation that was allowed to be written 
off on the old equipment will come no where near buying the new. Practically 
worn-out machines have to be kept in use for lack of funds to buy new. Such 
replacements are constant year after year. 

We see our receivables growing in size because our customers cannot pay as 
promptly as formerly. We see our own bank balance way below normal average. 
A disturbing and unhealthy situation. 

We have outgrown our plant and recently obtained figures on a new site and 
building that would provide more capacity, greatly improve and simplify opera- 
tions, and provide improved working conditions with added facilities for the com- 
fort and good of our employees. The financing for the building and site could be 
arranged by a loan, amortized over a 15-year period. There is no doubt that the 
improved conditions would result in savings that would nearly cover the pay- 
ments, Which would run from 12 to 15 thousand dollars yearly. On considera- 
tion, however, we realize that hardly any of the saving will be available for pay- 
ing the installments. Such savings will push income into a higher bracket, and 
will be consumed in taxes. Regardless of how desperately we may need the added 
facilities, we decided it would be suicide to take on such a liability. 

I would like to recommend a tax relief for small businesses as follows: Allow a 
deduction from earnings before taxes, which might well be titled ‘Reserve for 
Preservation.’”’ The amount of this deduction to be determined by figuring a 
certain percentage on the capital investment in the business. The amount of 
percentage could be worked out in the same manner that income-tax rates are 
governed by brackets. 

For example, a business with $10,000 investment might carry a 50 percent rating 
with a $5,000 deduction from earnings before taxes; whereas a business with 
$500,000 investment might be in the 12 percent bracket with $60,000 deductible 
before taxes. The point being that invested capital is entitled to a reasonable 
return, Also that an owner is entitled to adequate reserve to preserve and expand 
his business. No doubt the amount of profits will also be a factor in figuring the 
rate of percentage to be deducted. This, of course, will be the work for experts. 
With proper controls and safeguards worked out, I believe this plan is sound and 
practicable. 

Certainly something should be done to relieve the present situation. If we can- 
not buy needed trucks and machine replacements, there are possibly several 
thousand other businessmen in the same fix. Sales of such equipment are thereby 
stifled. 

Businessmen are worried and seem to be tired of the pressure; discouraged and 
ready to give up. Interest and incentive are waning. Men who have set aside 
some personal savings are reluctant to put funds back in the business. Thase 
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with families, who have much of their worth tied up in their business, have the 
additional worry of the estate tax hanging over their heads. 

May we hope that your committee will work out a plan that will give some 
measure of relief so sorely needed. 
Yours very truly, 


Frep J. Meap. 





Exuisit VI 


Curtis MACHINE DrvIsIon, 
Lincoun Park INpvustRIEs, INC., 
Jamestown, N. Y., May 2, 1952. 
Senator SPARKMAN, 
Chairman, Small Business Committee, 
Washington, D. C. 

Dear Sir: This month it is my responsibility to submit the annual report to 
the “forgotten man’’—the small stockholder in a small business. <A copv of this 
report, together with pertinent financial statement, is submitted for your informa- 
tion. It is believed that an examination of this report by your committee will 
quickly reveal our financial roadblocks in the midst of, for us, high activity. 

We have been unable to pay a cash dividend to our 600 small stockholders 
since 1945. Average investment of more than 90 percent of our stockholders 
is onlv $500. 

Deine the excess profits base period of 1946 through 1949 our company was 
plagued by the recession in the gage industry which resulted in greatly reduced 

olume and losses which threatened the very existence of the firm. During this 
same period we worked diligently to develop new products with very limited 
capital in an effort to restore our normal volume. Consequently, the base period 
for determining excess profits resulted in a net loss rather than the substantial 
earnings records of the vast majority of large corporations, which were enjoying 
unparalleled profits during the same period. 

In part, as a result of our deve lopment of improved products and in part due 
to the increased activity engendered by the defense effort, our volume was 
gradually increased during both 1950 and 1951. This inereased volume called for 
increased inventories and work in process. In a verv short time our cash was 
completely depleted and we were foreed to resort to demand borrowings on our 
accounts receivables in order to handle the increased volume. 

Having realized a modest profit before taxes in 1951, we find ourselves in the 
paradoxical position of having a poor excess profits base and paying a larger 
percentage of our earnings in Federal income and excess-profits taxes than the 
giant General Motors Corp. The payment of the first two installments of this 
tax bill will be 70 percent of $120,000, a staggering total for our small company. 

A very substantial portion of our physical assets is completely depreciated or 
is practically obsolete, yet we are unable to retain enough earnings during prosper- 
ous years to replace this equipment. The cost of replacing existing machinery 
is now many times the original cost but we are not permitted to amortize on the 
basis of restoration. Under the circumstances, small companies have no alterna- 
tive but to slowly, but surely, devour their substance. If the government “eats 
the cake,” “‘we can’t have it too.” 

Many small firms have found it advisable, because of these conditions, to sell 
out to larger companies or dispose of their assets at auctions, in order to realize 
a capital gain, thereby giving up the struggle. 

It certainly is a sad commentary on American business when a firm with a sub- 
stantial loss carry forward can demand, and receive, a better price than a small 
firm with a modest record of earnings. This is only one of the anomolous situa- 
tions brovght about by the application of the Federal tax laws on a “scattergun”’ 
basis 

lt is obvious that some consideration was given to the problems enumerated 
by the framers of the Revenue Act of 1950 but the relief provisions were trammeled 
by so many technicalities that we have been advised that ong! fail to include 
our plight within their framework. Some discretionary powers should be vested 
in the Treasury Department to make exceptions in certain instances, such as those 
delegated to the Renegotiation Board, it is realized that such powers would be 
difficult to administer, however, the dilemma of “small business” requires some 
positive action instead of the “lip service’ and “‘sweet talk” that has emanated 
from Washington. 
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We are not members of any national organization because I am personally 
opposed to government and promulgation of laws by “pressure groups’? and 
“special interests.”’ Too often such groups are self-serving to the extent that 
only the selfish motive is evident. Under such circumstances, justice and equity 
are denied. On the other hand, the individual finds it so extremely difficult to 
be heard that the average businessman becomes resigned to his fate and loses his 
initiative, the same initiative that has been the basis for the greatness of our 
country. 

Undoubtedly this same story is well known to your committee and this has 
been only repetitive at best, however, if this letter, or my testimony in person, 
can lend one iota of information that will be helpful, my time has been well 
spent. 

Respectfully yours, 
GENE DeMampsro, President. 


Exuipitr VII 
Lincotn Park INnpusrrigs, INc., ANNUAL Report, 1951 
Apri. 10, 1952. 


To the Stockholders of Lincoln Park Industries Inc: 

Cperations of your company during 1951 resulted in the second highest net 
sales in its history, despite many unfavorable circumstances such as material 
shortages, inadequate allocations, price freeze, and searcity of manpower. 


SALES AND EARNINGS 


Sales for the year were $2,417,033 as compared with $1,832,129 for the pre- 
eeding vear. Net income, before provision for Federal income and excess profits 
taxes, amounted to $187,699 as against $155,046 in 1950. ‘Taxes, however, were 
$120,000 for 1951 as compared with $70,000 for the previous year with the result 
that net earnings were lower as indicated on our statement of income. 


COMPANY PRODUCTS 


During 1951 considerable progress was made in the development of new pro- 
ducts which have been well received by industry and will strengthen the over-all 
competitive position of the company and its two subsidiaries, Curtis Machine 
Corp., and Standard Portable Cord Co., Ine. 

‘The carbide die activity, which had been consistently unprofitable was disposed 
of on Januarv 2, 1952, as a partial liquidation of stock, totaling 59,424 shares 
plus $110,000 covering machinery, work in process and miscellaneous items 
pertinent to this program. ‘his move will improve our cash position and permit 
more concentrated effort on profitable items, 


DIVIDENDS 


Unusually high Federal income and excess profits taxes, plus large inventories 
required by the increased volume of sales, have precluded the payment of cash 
dividends. Perhaps as vou read this letter you may conclude that too much 
emphasis has been placed on the problems of taxation, but it is important that 
every shareholder be fullv aware that exeessive tax burdens on corporations, such 
as vours, obscure the results of improved technology, aggressive management, and 
efficiency in operations. Exeess profits tax rates establish ecilings that make 
unavailable earnings that should feed the growth of, and secure vour investment. 
‘They further place in jeopardy earnings that otherwise should be available for 
equitable distribution as dividends. It is reasonable to expect, however, that we 
can continue to pay stock dividends, represented by earnings, until such time as 
cash dividends can be resumed. 


PROSPECTS FOR 1952 


Our present backlog of unfilled orders is approximately $750,000 and sales for 
the first 3 months were $575,000. These orders involve both defense and peace- 
time products and there is every indication that sales will continue at a high 
level throughout the year. 
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SMALL BUSINESS 


It is the considered opinion of your management that the affairs of the company 
were improved during the past year and that we can reasonably expect continued 


progress to be made. 


Your management is grateful for the cooperation of its employees, customers, 


and stockholders. 
interest of all concerned. 
Respectfully submitted. 


A continuation of this spirit of teamwork will advance the 


GENE DeMampsro, President. 


Balance sheet, Dec. 31, 1951, and 1950 


ASSETS 


Current assets 
Cash ae ome 
Accounts receivable: 
Customers, assigned as collateral for bank loans 
Other en . sin 
Inventories, at lower of cost or market: 
Raw materials and supplies 
Work in process (note 2 
Finished products 
Prepaid insurance, taxes, etc 


Total current assets 


Property, 
Land 
Structures ie ; 
Machinery and equipment (note 2 
Tools and dies s 
Furniture and fixtures 


Less allowance for depreciation 


Other assets --. 


Current liabilities 
Bank loans, secured by assignment of accounts receivable 
Current maturities of long-term debt wees 
Accounts payable, trade -- ‘ 
Wag missions, and management bonuses 
Pay rol) taxe et / 
Federal and State taxes on income 


Ss, com 


e 


Total current liabilities 


Long-term liabilities: 
3 percent note payable, due $13,152 per annum ee si 
4 percent notes payable, due $4,000 quarterly. plus additional payments, 
secured by mortgages on certain plant and equipment (note 1) —- 


Less current maturities 


Stockholders’ equity (note 2): 
Common stock, par value $1 per 
Authorized, 750,000 shares. 
Issued, 457,020 shares at Dec. 31, 1951 
Paid-in surplus, per accompanying statement Be 
Earned surplus (note 1), per accompanying statement 


share: 


Less cost of treasury stock (1951—23,452 shares) - ..- 





20, 359 


348. 951 
156, 572 
91, 146 
12, 272 


1, 040, 099 


13, 102 
201, 138 
470, 270 

82, 048 

50, 469 


817, 027 


445, 035 


> 


371, 
7 


992 
A 


1, 419, 513 
$219, 775 


130, 930 


548, 690 


81, 804 


57, 020 
74, 040 


292, 707 | 


823, 767 
29, 748 
794,019 


1, 419, 513 


$41. 562 


320. 527 


7, 788 
179, 908 
49, 717 
75, 194 
13, 967 
688, 660 


13, 102 
200, 509 
448, 2f5 

74, 6°S 

51, 073 


‘9074 
399, 083 


388, 494 


3, 570 


1, 090, 724 


1950 


69, 990 
44, 359 
16, 540 
77, 000 


ai, 


319, 688 


26, 304 


121, 000 


86, 485 


654, 884 


1, 090, 724 
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Statement of income for the years ended Dec. 31, 1951 and 1950 


1951 1950 
Net sales ciiek medeus chinese Seinanienied alent iiseninsl etna mama $2,417,034 } $1,832,129 
Cost of goods sold Se Se a : ie aie ‘ ; be 1, 798, 899 1, 353, 372 
Gross income from sales_.....--. Sioa apetalanee i ateiteliata sie 618, 135 478, 757 
Operating expenses: 
Selling expenses —_ ‘ wh icici nssidattaetebernten 2 282, 824 233; 687 
General and administrative expenses 134, 915 93, 270 
417, 739 396, 957 
Onareiiee TAGGIIO: . io one kndkakadandidecs . 200, 396 151, 80 
Other income (deductions): 
RIROTNN ORION 5 5c cacdl ikea Stee Sh dhdibadid neous i bededtbnaiin (11, 924) 12, 306 
Roy ilies. _._- E ma ae ee eee | 10, 000 
Miscellaneous, net ‘ wane C ceh ; ibe (772 5, 552 
12, 696 p4t 
Net income before taxes on income. -- . 187, 000 155, 04¢ 
Provision for taxes on income (including excess profits taxes of $21,500 and 
$9,000 in 1951 and 1950, respectively) _..........-...........-.- 120, 00 70, 000 
ee MONON. a) ca tecccanccoaus ; at oa aN a ee ea wbee 67, 700 85, 046 
Statements of surplus for the year ended Dec. 31, 1941 
EARNED SURPLUS 
Balance Dec. 31, 1950 P £995. 007 
Net income for the year ; ; ; , ec 67, 700 


Balance Dec. 31, 1951 


909 "O77 
292, 707 


PAID-IN SURPLUS 


Balance Dee. 31, 1950_____. 4 . 71, 100 
Excess of the value of common stock issued over the par value thereof. 2, 940 
Balance Dec. 31, 1951 SL a hie 8 te Sa Ee a 74, 040 


NOTES TO THE FINANCIAL STATEMENT 


(1) The loan agreements covering the 4 percent long-term notes payable pro- 
vide, among other things, that the company (a) will make payments of $16,000 
per annum (at the rate of $4,000 quarterly), plus additional payments equivalent 
to 10 percent of the net income of the company for the preceding calendar year 
after deduction of the $16,000 annual payment from such net income, and (5) 
will not redeem or purchase any of its capital stock or pay dividends (other than 
stock dividends) on its common stock unless, after giving effect to anv such 
redemption, purchase, or dividend, the net current assets of the company at 
least equal the unpaid balance of the notes. The additional payments transferred 
to current liabilities at December 31, 1951, and 1959 amounted to $5,170 and 
$2,000, respectively. 

(2) In November 1951, the stockholders approved a liquidating dividend pay- 
able January 2, 1952, to two principal stockholders in cancellation of 59,424 
shares of common stock. The liquidating dividend was paid J:nuary 2, 1952, in 
machinery and equipment (net book value $43,460) used in the company’s carbide 
die activity. Subsequently, the company sold its work in process of carbide dies 
($85,882) at cost and terminated all production of carbide dies. 

To the Board of Directors, Lincoln Park Industries, Inc.: 

We have examined the baiance sheet of Lincoln Park Industries, Inc. (a Michigan 
corporation), as of December 31, 1951, and the related statements of income and 
surplus for the year then ended. Our examination was made in accordance with 
generally accepted auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we considered necessary 


98399-—52—pt. 1——-31 
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in the circumstances. We had previously made a similar examination for the 
year ended December 31, 1950. 

In our opinion, the accompanying balance sheet and statements of income and 
surplus present fairly the financial position of Lincoln Park Industries, Inc., as of 
December 31, 1951, and the results of its operations for the year then ended, and 
were prepared in conformity with generally accepted accounting principles 
applied on a basis consistent with that of the preceding vear. 

ArtTHUR ANDERSEN & Co. 

Cleveland, Ohio, April 5, 1952. 





Exuipit VIII 


AMERICAN PIGMENT Corp., 
Hiwassee, Va., May 5, 1952 
To Select Committee on Small Business, United States Senate. 

GENTLEMEN: We are much appreciative of this opportunity to present our case 
and that of smal! business in general to your most important committee (among 
the most important in all of those in our Nation today). 

You are keenly aware of the fact that the sum of small business of this country 
is a substantial part of the total and it is our belief that the larger portion of the 
small businesses which have to have a relatively high investment in plant and 
equipment in proportion to total annual sales are, more or less, under present 
conditions of high taxes and excessively high replacement and modernization cost, 
doomed to die a slow but sure death. 

Even if these small businesses had no Federal tax to pay, such businesses, with 
relatively high investment in plant and equipment to dollar sales, have the very 
real problem of making sufficient profit to replace worn out and obsolete equip- 
ment and to modernize to keep up with the ever changing competitive specifica- 
tions and requirements. The cost of such replacement or modernization today is 
in our opinion an even greater problem than taxes. 

When we are only allowed to depreciate at the rate of dollar for dollar that 
which was installed before or even during World War II and today or tomorrow 
have to replace it at a rate of from $2.50 to $3 (or in some cases more) for each $1 
of depreciation reserve, where are we to get the other $1.50 or $2 under present 
conditions? Where are we to get $150,000 or $200,000 to replace that which we 
have been allowed to write off at $50,000? Where is the other $100,000 or $150,000 
coming from? 

And how about those who have not been able to increase their prices in propor- 
tion to increased cost and have actually been using their depreciation reserve on 
which to live? Or those who could live in the past few years only because of 
having enjoyed unusual volume of sales, but whose plants are run down or obsolete 
and will be in trouble just as soon as their volume of sales drops? 

When plant and equipment are being written off at one-third to one-half of 
their replacement cost, profits as shown by our statements are entirely false. But 
they must, under existing regulations, be so shown and taxed accordingly. Busi- 
ness profits, whether those of big business or small, should not be condemned 
under today’s conditions except on the basis of excessive payments to stockhold- 
ers—of which there are few if any cases. 

Where large amounts have been put back into plant and equipment in recent 
years it has only been possible either out of high profits, borrowing, or otherw is« 
financing Where it hasn’t been done up to this time it will be difficult or im- 
possible in the future except out of retained profits or some change in existing 
rules of the game. And where so-called profits are used to replace plan. and 
equipment, they are not profits at all, but simply a replace ment of capital aceri ing 
immediately to the benefit of the general public rather than to the owners of the 


pusimess, 

In spite of the unprecedented high state of business in general during the past 
10 or 12 years and the many Government aids and considerations which have 
been good for big and small alike not all have fared so well and many, especially 
of the small ones, have been able to exist and keep up with the resulting changes 
only because of increased volume of sales and without the proper replacement, 
modernization, and generally sound plant housekeeping 

The increased volume has only enabled them to overcome their tremendous 
nerease in cost of operation and taxes—and in many cases it has taken both the 
volume increase and the use of depreciation reserve, so that up to now they find 
themselves still in business, but facing a doubtful future. Their need of funds for 
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replacement and plant improvement is out of all proportion to past experience 
and any considerable drop in volume of sales will amost immediately find them in 
trouble. 

Their products in many cases will need to be improved to meet competition and 
they are without funds to make the necessary changes. The cost of making such 
changes or replacements is, by today’s standards, so high that they cannot be 
supported either by depreciation reserve or past earnings or a combination of 
both and are entirely out of reach of the borrowing capacity of the business. 

Taxes and inadequate depreciation reserve have made the stock of the company 
practically worthless as an investment and therefore unsalable as a means of 
additional financing and the issuance of bonds out of the question. The amount 
of the funds needed (because of tc day’s cost) is far beyond what the banks or 
other lending agencies are willing to lend or that can actually be supported by 
the bu:iness under the present tax structure and depreciation and depletion 
allowance. 

We wish particularly to call your attention to our above reference to small 
businesses which have to have a relatively high investment in plant and equipment 
in proportion to the volume of their total annual sales. This applies therefore to 
the small manufacturer, mining business, etc., and not to such things as selling, 
trading, or service organizations in which investments can be low as compared to 
business volume. Many of this latter type and those with low capital require- 
ments have made wonderful progress and bave been very successful during recent 
years, but how many of the former unless by some form of Government aid growing 
out of our war effort or preparedness program? 

The type of small business of which we are here speaking is in desperate need 
of help and some form of encouragement at this time. Some, as in the case of 
ourselves, are finding that we should have rightly been included in certain tax 
relief legislation, the benefits of which we must now either forego or successfully 
sustain our position with the Internal Revenue Bureau that we are being unfairly 
treated unless included. 

This relief legislation was passed and the Revenue Act of 1950 written before 
we knew of any such relief consideration. This can be looked upon as our own 
fault for not keeping ourselves properly informed, and possibly rightly so, but in 
“sawing wood”’ in its own backyard, small business is finding it to be increasingly 
difficult to keep up with all legislation and matters which might and could be 
beneficial. Its limited personnel simply doesn’t have the time to do all the 
necessary profitable reading and is without the funds to set up a separate de- 
partment to look after such matters or do lobbying in its interest as the big 
fellows do. Neither are all, such as is so in our case, eligible to join some asso- 
ciation for collective interest and ‘‘watchdog”’ work. 

The particular revenue legislation to which we refer above is that part of the 
Revenue Act of 1950 extending percentage depletion to so many additional non- 
metallic and other mining interests. We feel that by no stretch of the imagina- 
tion should we be left out either on the basis of the intent of the law or the 
justification of our case, but our product is not specifically named—this being 
true because we didn’t know of the opportunity at the time and because no 
Member of Congress would be likely to know of our product without being 
informed. Our representatives, both of the Senate and House, have told us 
that in their opinion we would have had no trouble in getting ourselves included 
had we presented our case at the time the legislation was being considered. 

What we wish to specifically request of your committee at this time is that you 
have Congress instruct the Internal Revenue Bureau (and more specifically, the 
Natural Resources Division) to interpret in favor of percentage depletion allow- 
ance to those mining interests (and especially those that can be classed as small 
business) wherever their case is clearly within the intent of the law and even 
though their product or products may not have been specifically included for 
percentage depletion allowance. 

Our company’s specific case is this: We mine, mill, and sell to the paint, 
varnish, linoleum trade and others, siennas, umbers, ochres, red oxides, surfacer 
oxides, browns, etc., all of which may be designated either under the term ‘‘earth 
pigments” or “iron oxide pigments.” 

Our company was organized in 1921 and has continuously operated since that 
time working from 50 to 125 employees in an isolated mountainous community 
here in Pulaski County, Va., where most of the time there has been little other 
employment. 

We are, to our knowledge, the only concern in the entire Nation, or for that 
matter, on the continent, that produces natural siennas and umbers from the 
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ground and which products have ever since the beginning of our industrialization 
been imported principally from Italy, Cyprus, Persia, France, etc. The company 
through which most of our products are sold will be 100 years old in 1954. Our 
only direct competition on these products is from imported materials and during 
the late World War II when importations were cut off, we were called on for 
production beyond our capacity, a great part of which went indirectly into paints 
for priming naval vessels, olive-drab paints for Army equipment, and into water- 
proofing and color compound of Army tentage materials. 

For tax purposes, with the exception of some relief for excessive output for a 
year or two during World War II, all of our deposits and mineral holdings were 
completely written off about 10 years ago. As compared to most ot the non- 
metallic, stone, sand, gravel, and clay products included for percentage depletion 
in the Revenue Act of 1950, the finding and extraction of marketable siennas and 
umbers is like looking for a needle in a haystack. 

As is indicated by the figures given below, we are in desperate need of some form 
of relief and as our earth pigments or iron-oxide pigments are not included in the 
Revenue Act, we are filing our tax return on the basis of 15-percent percentage 
depletion under metal mining and on the basis that the wording of the act itself 
clearly brings our case within the intent of the law and that we would be unfairly 
treated unless included. 

Our crude products are really practically all special types of iron ores which 
could actually be reduced to metallic iron, though some of them would be a poor 
or low-grade ore for iron-making purposes due to the fact that they are special 
soft, colloidal types, too fine for charging a furnace and some too low in iron to be 
economically used. 

If the Internal Revenue Bureau interprets the law on the basis of the end-use 
product, it would then give relief only to producers whose products were being 
reduced or converted to the metallic substances. This would be an interpretation 
strictly on the basis of the end use of the product and we would then be eliminated 
and disallowed the percentage depletion relief. 

It is our request that your committee or Congress have the Natural Resources 
Section of the Internal Revenue Bureau liberally interpret the law wherever the 
taxpayer is clearly entitled to such interpretation, and also whenever there is any 
future opportunity to change the law or add other specific products, have iron- 
oxide pigments or earth pigments added to the now existing specifically named 
mined materials. 

Even though we have been putting more in capital account during the past few 
years than could be afforded in view of our bank indebtedness and low-earnings 
record, we haven’t scratched the surface in the matter of accomplishing what is 
sorely needed to be done to modernize our plant and improve our products against 
competitive auality advantages. 

We have year after vear talked of and made plans for badly needed improve- 
ments which have been beyond our financial ability to accomplish. The most 
discouraging fact is how very little can be accomplished or installed for the 
dollars spent. Our over-all position can be appreciated to some extent by the 
following tabulation: 


Invested in 


Profit after Notes pay- 








' 
Year Total sales aad capital pene 
canes account abl 
| s asiecsngtetontideniiangntniagieienlll canaptontipaducasaail 
‘ee SS Sil? a) ME dG any. FG Ree Pod | 
Beni edednes ; ae : $485, 58% $439. 02 $51, 574. 59 $149, 722. 20 
1949 : ; | 485, 1, 154.32 7, 100, 75 129, 701.12 
1950... .- as atk, ‘ | 758, 32, 979. 65 21, 872.39 2 56, 387. 20 
Renn Sit sie ina btenihes Spi Waid | 761, 849. 96 1 24, 636. 76 40, 536. 24 53, 187. 20 


1 Unless we get some relief under percentage depletion—before taxes $54,712.60, normal taxes $30,075.84, 
balance $24,636.76, 

2 $50,000 of this sharp reduction in indebtedness was made by insurance collected at the death of the 
former manager of our company and which had been in effect since 1929, 


Under existing conditions it is practically impossible for small business of the 
type we are here considering (those with relatively large investments in plant 
and equipment to dollar volume of sales), manufacturing, mining, etc., to grow 
or in fact to live on a status quo basis. So long as these conditions exist it will 
also be impossible for this type of small business to establish itself as a new 
business and make future growth by plowing under its earnings as could be and 
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was done up to recent years—except possibly with some form of Government 
aid with defense or war contracts. 

We would like to respectfully suggest that, in order to encourage small business 
and to make it possible for the type here being considered to exist in the future 
against competition and to keep the past good old American way possible for 
new starts and growths for the future, and to prevent all the small of this type 
from being swallowed up by the big, your committee give some consideration to 
percentage deductions for Federal income-tax purposes based on the size of the 
business and what it had invested in capital account as plant and equipment 
during the taxable vear. 

For instance, if the very small manufacturer who we will call company A had 
sales during the year of $200,000 and made a profit before taxes of $20,000 but 
put back into plant and equipment $15,000 as new capital, so capitalized on its 
books, then its earniags, for tax purposes, would be reduced by 75 percent of 
$15,000 or $11,250 so that it would then be taxed on $8,750 instead of $20,000. 
In case other forms of relief were available, it could not take both, but would 
be limited to the greater amount. 

This amount of relief might be entirely too much except possibly for the beginner 
or the very small, but regardless of what might be the starting percentage figure, 
should be integrated on some such basis as the following: 


Annual sales: Percent 
0 to $200,000 75 
$200,000 to $300,000_ 65 
$300,000 to $400,000 : : 55 
$400,000 to $500,000 ; oe et cea ; 50 
$500,000 to $600,000 45 
$600,000 to $700,000 40 
$700,000 to $809,000 35 
$800,000 to $900,000- ; 30 
$900,000 to $1,000,000 ; 25 
$1,000,000 to $1,500,000 20 
eR ne OAS RE So. 2 a or norma ne damn seen se rces 10 


We do not mean to indicate that these are necessarily the proper figures or the 
proper steps in which they might be taken, but are simply offering it as a suggested 
way by which small business could be given relief and encouragement. Something 
need be done to save the particular type of small business to which it would apply 
and you will note above that it is suggested only for capital put into plant and 
equipment and would therefore apply not at all or to a very, very limited degree to 
sales, trading, service organizations, etc., which do not have plant, machinery, 
and equipment to install, replace, and maintain and are not faced with the terrific 
problem of those who do. 

If such type of relief should be considered, it may well be that factors such as 
original capitalization, maximum amount which has been invested to date and 
others be in some way taken into consideration. This could best be determined 
by some conscientious and favorably inclined accountant or combination of 
accountants working together. 

Such type of relief would not only be of great aid and encouragement to small 
business, but would likewise aid the recovery of the country in general by keeping 
them in competitive fields and encouraging capital expenditure for plant and 
equipment. Whenever a company plows under earnings it is at once creating new 
business immediately accruing to the benefit of the general public—being good for 
the country as well as for the company. 

For only 3 vears (1936-37 and 1942) during the history of our company begin- 
ning with 1921 have the common-stock holders been paid any cash dividends. 
Our earnings have otherwise been ‘‘plowed”’ back into the business. However, 
as taxes and cost now stand, the chance to have anything to ‘‘plow” back or even 
to maintain that which now exists is negligible. 

If we consider the present excess profits tax regulation as it affects small business 
with a low capital structure and a bad earnings record for the base period years, 
such as is our case, we find that if by some means they are able to reverse their 
past trend and start making a good profit, they will be working almost entirely 
for the Government due to the fact that their tax credit position is so low that 
they are thrown into the excess profits bracket at such a low point. 

It seems rather unfair to penalize a business because it doesn’t have anything 
much to begin with, or for some reason didn’t make a good profit during some 
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specific past period of time. To the contrary, it seems they should be the ones 
which need help and encouragement. 

Or take, for instance, the matter of trying to start a small business with small 
capital under the existing regulations. It would not have a ghost of a chance. 
What incentive is left for venture capital, one of the things that has kept America 
strong, or for that matter for one to invest his savings in most any type of small 
business of the type here being considered? 

We believe these very important factors will in time seriously affect all business, 
taxes, and the welfare of the country as a whole. Smal! business “plowing’’ 
under its earnings has in the past made big business and been responsible for 
much of the high degree of activity, competition, and progress we have enjoyed. 
It needs to be kept alive. 

Respectfully submitted. 

R. G. Fizer, Vice President. 





Exuisit IX 


NATIONAL SMALL BusrNess Men’s Assocrattion, INc., 
Washington, D. C., May 15, 1£52. 
Hon. Joun J. SPARKMAN, 
Chairman, Senate Select Committee on Small Business, 
Washington, D.C. 


Dear SENATOR SPARKMAN: We would like very much to have vou inelude in 
the record of vour hearings on taxation the resolutions on taxes adopted at our 
national membership meeting in Washington on March 31, April 1 and 2, 1952. 
These resolutions are 

(1) That we ask Congress to eliminate double-taxation of corporate 

dividends, and to reduce excise taxes to 1939 level. 

2) That the proposed amendment of the Constitution to place a peace- 
time limit on the power of Government to levy taxes on inheritances, and on 
personal and corporate incomes to 25 percent, receive the support of all our 
Representatives and Senators. 

(3) That cooperatives and the commercial and industrial activities of 
nonprofit corporations, associations, foundations, and unions be placed on 
precisely the same taxation basis as other private business enterprises. 

(4) That this association requests Congress to repeal legislation which 
exacts social security taxes from the self-emploved. 

(5) We ask the repeal of those provisions of the income tax and social 
security laws which require emplovers to collect taxes in reference thereto 

With all good wishes, I am 

Sincerely vours, 

Biyta EmMMoNs, 
Directo . Washington O fice 








ExHIsit X 


CARPENTER TRANT DrILiinea Co., 
Denver. Colo.. May 10, 1952. 
Mr. Georce J. BurceEr, 
National Federation of Independent Business, 
Washingion, D.C 

Dear Sir: The problems we are encountering now are problems arising from the 
unfair disadvantage to small business under the present corporation tax structure. 

\ corporation adequately capitalized and financed at the beginning, under good 
management, should be afforded an opportunity to build and grow and at least 
retain enough to be able to replace machinery, equipment, and capital assets and 
continue operations without having to begin anew, raise new additional capital 
just to continue regular operations. 

The corporation excess-profits tax does not permit a small business a chance to 
retain enough earnings to effect replacements at the increased costs for capital 
operating assets; whereas, the larger companies are in a position to retain a greater 
percentage of earnings and capital then the percentages for small companies, and, 
as a result, the larger companies are in a favored position in competition to the 
unfair disadvantage of the smaller companies. 
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The smaller companies would use a much larger percentage of earnings and 
capital to establish even a modest pension or retirement plan than is the case with 
larger companies. Personnel and labor (for all purposes) for smaller companies 
is obtainable only in direct competition with larger companies who can easily 
afford attractive pension and retirement advantages that is unfairly out of propor- 
tion to such pension and retirement advantages that can be offered by smaller 
companies. 

The higher tax rates and excess profits tax rates should not be assessed against 
the income of smaller companies until after the smaller companies have provided 
for replacements and other requirements on a fair basis compared with larger 
companies, 

Larger companies can always raise needed additional and new capital more 
readily than the smaller companies due to the more favorable tax position. 

A larger exemption for smaller companies and provisions for matters referred to 
above would contribute to a basis more nearly fair and equitable to the smaller 
companies. 

We feel that you will give fair consideration to this letter. We will be glad to 
discuss this letter or any other problems with you. 

Very truly yours, 
WriiuiaM H. Carpenter, President 


NATIONAL FEDERATION OF INDEPENDENT BUSINESS, 
Washington, D. C., June 4, 1952. 
Mr. Wo. H. CarRpPENTER, 
President, Carpenter Trant Drilling Co., 
Denver, Colo. 

Dear Mr. Carpenter: Your interesting letter of May 10 addressed to me 
at the Chicago office just reached me here in Washington after being misdirected 
to our head office so the delay in answering you was unavoidable. We always 
try to give at least 48-hour attention to all communications from our members, 
We feel this is due members particularly when they take the time to sit down and 
present us with their basic factual problems they face in carrying on their neces- 
sary businesses. After all the Nation-wide membership of the federation com- 
prises all segments in our economy and gives us the true factual conditions facing 
independent business. 

I noted that yesterday my very good friend and the sineere friend of indepen- 
dent business, the Honorable John Sparkman, chairman of the Senate Small 
Business Committee, speaking before a group in Atlantic City stated specifically 
that his committee will make certain definite recommendations to the Senate 
Finance Committee on proposed tax relief for independent business. In view of 
this, Mr. Carpenter, | am taking the privilege of sending a copy of your important 
communication to the Senator so that he and his efficient staff can review your 
splendid suggestions 

I hope and trust that the privilege I have taken will meet with your satisfae- 
tion and at the same time I am also taking the privilege of sending a copy of your 
letter to my good friend Senator Ed Johnson, chairman of the Senate Interstate 
and Foreign Commerce Committee, as I know he too will be very much interested 
in it. 

I thought you would be interested in hearing that Senator Johnson and his 
committee at the moment are receiving testimony from both proponents and 
opponenis of fair trade legislation. To the eredit of Senator Johnson he has 
been most cooperative in receiving the views from both sides. 

Assuring you of our fullest cooperation and thanking you for the splendid 
suggestions. 

Sincerely yours, 
GEORGE J. BURGER, 
Vice President 
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Exursit XI 
RorotTiuueER, INc., 
Troy, N. Y., May 28, 1952. 
SENATOR JoHN J, SPARKMAN 
Select Committee on Small Business, 
Washington, D. C. 

Dear SENATOR SPARKMAN: Some time ago I sent you a pamphlet entitled 
*“How the Government Helps Small Business” a charge and a proposal. 

You expressed an interest in this in your letter of April 25 so I am enclosing 
herewith further pertinent facts prepared by Matthew Morris, senior partner of the 
firm of Betts & Morris, financial counselors of Troy, N. Y. 

The results of this comprehensive study show that the proposed insurance tax 
plan is fundamentally sound and if adopted would prove of benefit to the Govern- 
ment in inereased tax revenue, of benefit to the workers in the greater assurance 
of steady employment, and would give the company an opportunity to grow. 

I will be particularly grateful, providing Mr. Morris’ summary meets with your 
approval, for any encouragement or help that you can provide for the adoption 
by the Government of the employment insurance tax plan with such modifications 
as further study may find desirable. 

Yours very truly, 
C. W. KELSEY, 
President, Rototiller, Inc. 





Exuinir XII 
Rorori.uEr, Inc. 
Troy, N. Y. 
An Open LErrer—How THE GOVERNMENT HELPs SMALL BUSINESS 


Aprix 10, 1952. 

I wish to bring to your attention a proposal which I term the “Employmert 
Insurance Tax Plan”’ and which is intended to correct the abuses which the present 
tax system works on smal] business. 

It is based on the plain and indisputable fact that under present conditions 
small businesses are utterly unable to expand. Everyone agrees that to stand 
still is eventually to fail, and that this is not the American way. 

Taxes and depreciation policies leave smal] business no surplus for reinvestment 
in the business and creation of additional jobs. Big business is similarly affected, 
but companies large enough to have their securities listed on the stock exchanges 
are able to borrow from large lending institutions or to raise capital through sale 
of additional securities. These measures are not open in the same way to smaller 
concerns, 

To remedy this condition, my employment insurance tax plan calls for altering 
the tax system to permit a profits tax exemption of $1,000 for each person em- 
ploved. This is a small enough figure, in view of the fact that any modern 
business regardless of size, whether a boot black stand, corner grocery, farming 
or manufacturing industry requires an original investment of risk capital. There- 
after an additional investment of $5,000 to $25,000 must be made for each person 
employed. Where is this new money to come from, especially in the case of small 
businesses, except from the profits of the business itself? Consider also that 
the Government would get the money back, because at today’s wage rates prac- 
tically any man who holds a job pays $1,000 a year in taxes, direct or indirect. 

If that was adjudged wise, under this plan a proviso could be made that the 
$1,000 per employee tax exemption be devoted to plant and equipment and work- 
ing capital to keep them in operation, and that dividends to stockholders and 
taxes to be paid out of earnings beyond this. Thus the $1,000 per employee 
tax exemption automatically would become a kind of insurance against unem- 
ployment. 

To illustrate the plight of small business, I call your attention to the following 
facts concerning my own business, that of a manufacturer of farm and garden 
tillage equipment. 
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1951 Rototiller, Inc., taxes and profit 


Pe RI aes iain aged niuad mbit $260, 328. 83 
Net profit to company (which amounts to only 4.95 percent of 

si ne a Ne i a i te 96, 330. 06 
Stockholders received in dividends.._......._._._.__.________.. 15, 432. 01 


Taxes were made up as follows: 
Direct company tax—Federal and State_ 
New York State unemployment 
Federal unemployment 


a eee a 199, 250. 00 
le Et i eee Se el 10, 483. 05 
daxectas i 1, 034. 71 


Employees withholding -—~—_...--- acs alasaeiwaen Sees 38, 251. 03 
Company share social security... .................-..-- a 5, 655. 02 
Employees share social security. _......--- id iran eer eee 5, 655. 02 

Total profit to the Government because we are in business... 260, 328. 83 
eames OF waaay emeeeeee. 62 oo ook Se soc ccc ree ces 80, 898. 05 


In addition to the above, at a conservative estimate the company’s dealers 
paid $180,000 in taxes, a grand total that the Government receives because we 
are in business of $440,000. Furthermore, the collection of these taxes was & 
company and not a Government expense. 

The less than $81,000 which the company received as its share was entirely 
absorbed by the requirements of prudent business management, inoluding 
especially maintenance and replacement charges incurred because permitted 
depreciation on plant and equipment does not cover replacement of worn-out or 
obsolescent facilities at current inflated prices, and the additional working capital 
required because of these high prices. 

In short nothing whatever was left on which we could grow. This is the way the 
Government encourages small business. It is the reason why serious considera- 
tion should be given my employment insurance tax plan. 

Respectfully submitted. 
C, W. Ke LseEy, 
President, Rototiller, Inc. 





Exuipir XIII 


A CONFIRMATION AND AN ANSWER TO THE C. W. Ketskty EMPLOYMENT 
INSURANCE Tax PLAN 


(By Matthew Morris) 


HELP FOR SMALIL BUSINESS 


‘ 


Earlier this year (1952) C. W. Kelsev, president of Rototiller, Inc., charged in 
an open letter—with full justification—that small manufacturers find it impossible 
to finance new and expanding business, and the creation of new jobs. He at the 
same time offered what he called the “Fmployment Insurance Tax Plan’’ which 
provided essentially that small business be granted a $1,000 per emplovee profits 
tax exemption on condition that the funds realized be devoted to expansion of 
production facilities. 

Relevant statistics bearing on these propositions show clearly 

(1) That high taxes and inadequate depreciation allowances are highly 
restrictive in the operations of a “small” manufacturer. 

(2) That Mr. Kelsey’s employment insurance tax plan is fundamentally 
sound; it could help small manufacturers without harmful effect upon Gov- 
ernment tax revenues. 

This study compares the operations of Rototiller, Inc., with two of the country’s 
largest manufacturing corporations, chosen not because of their size, but because, 
over a long period of years, they have proved to have highly efficient management 
Other large and efficiently managed corporations could be chosen for comparative 
purposes but additional inclusions would tend to excessive complication. General 
Motors Corp. was included for one other specific reason: like Rototiller, its main 
business, and the one for which it is best known, is to produce a self-powered 
vehicle which performs with high efficiency the job it was designed to do. In- 
clusion of United States Steel Corp. will show that the invested capital require- 
ments and other related data vary/with type of industry. General Motors seems 
best suited to provide a yardstick for Rototiller’s operations. 
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INVESTED CAPITAL 


Before any manufacturer can put productive employees to work, the mini- 
mum facilities he must have are a manufacturing plant (properly tooled for the 
contemplated production), an inventory of raw materials for his employees to 
work with, and sufficient cash to pay employees wages and other essential ex- 
penditures up until the time this product is ready for the market, and sold. 

Capital requirements vary for different industries. For the three companies 
under review, based on audited, annual reports of 1951 operations (as are all 
statistics in this study) invested capital figures are as follows: 


| 


United States |General Motors 
Steel Corp. | Corp. 


Rototiller, Inc. 


| 


Investment at cost | 





Cash , 386, 977 | $338, 629, 847 
Inventory (less finished inventory) , 807, 441 855, 679, 994 | 
Plant and equipment , 792, 047 2, 162, 918, 601 
4, 030, 986, 465 3, 357, 228, 442 | 740, 457 
Number of employees 7 301, 328 469, 197 126 
Investment per employee 
Cash and Inventory $1, 756 $2, 545 $3, 240 
Plant and equipment ; “a ‘ 11, 621 4,610 2, 637 
Total ‘ sage 13, 377 7, 155 5, 877 
United States Steel and Rototiller, Inc., give separate figures for finished inventory. General Motors 






dees not. Figure given is 75 percent of total inventory. 

The reason Rototiller shows a relatively small investment average per emplovee 
is because its plant and equipment were purchased at depression prices in 1932, 
and have little relationship to normal replacement costs, or to the present day 
level to which costs have risen. 


Depreciation 


| 


United States |General Motors Rototiller, Inc. 


Steel Corp. Corp. 
Total . i ; “ $162, 091, 475 1 $159, 783, 573 $24, 097 
Per employee ai $538 $341 $191 
Percent of plant and equipment one ‘ 4. 63 7.39 7. 25 


1 Includes $35,000,000 for plant rehabilitation before commencing defense work. 


Depreciation figures are based upon plant costs, and confirm the fact that 
Rototiller’s plant facilities are grossly undervalued by present day standards. 
Hence, depreciation allowance fails, by a wide margin, to cover replacement of 
wear and tear at today’s high costs. At this point it is interesting to glance ahead 
to the next following paragraph and note that, man for man, Rototiller’s em- 
ployees produce almost as much as General Motors’ employees, yet are allowed 
little more than half the depreciation rate. We know, through actual expendi- 
tures, that Rototiller’s employees wore out more than $191 tools and equipment 
in producing $15,434 sales per employee. The excess of wear and tear over the 
allowed depreciation rate was purchased with cash which has already been taxed 
at 67 percent: that way it takes $3,000 earnings to replace $1,000 wear and tear. 


Sales 
Pa | aT 
| United States |General Motors} Rototiller 
| Steel Corp Corp. Ine 
ia ee ae : ieee ; a | ene -—_——_————- eas 
Total : . $3, 524, 121, 226 | $7,465, 554,851 | $1, 994, 657 
Per employee . $11, 695 $15, 911 | $15, 434 
Percent of plant and equipment t 100. 64 345. 16 585. 38 
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It is gratifying to note that Rototiller employees produce, per man, almost as 
much as General Motors employees, who have the benefit of one of the most (if 
not the most) efficient managements in the field of corporate endeavor. General 
Motors’ efficiency of management is amply proven by operating statistics over a 
long period of years. Taking the last 25 years, when total sales fluctuated 
between 432 millions and 7% billions, General Motors has not reported unprofitable 
operations in any one year, 1932 included. It is a tribute to Rototiller’s manage- 
ment that they are getting equivalent employee efficiency. 


Materials cost 


United States General Motors’ Rototiller 


Steel Corp Corp Inc 
Total $1, 329, 670,316 | $3, 706, 862, 884 $1, 040, 769 
Per employee $4, 413 $7, 900 $8, 260 
Percent of sales 37.73 49. 65 53. 52 


The value of materials used in industry advances as more and more manpower 
is employed in the processes of manufacturing. United States Steel obtains a 
high proportion of its materials in its virgin state. General Motors and Rototiller 
must pay more for their materials than United States Steel because they are 
purchased in finished or semifinished condition. Rototiller shows up at a dis- 
advantage in comparison with General Motors because a higher proportion of 
its parts and materials must be purchased in finished condition. General Motors 
also has the advantage of buying cheaper, in the huge quantities it requires. 
This disadvantage is the result of Rototiller’s inability to purchase up-to-date 
tools and machinery through insufficiency of capital. Rototiller is willing to 
plow most of its earnings back into its own business to expand plant and machinery 
and to give additional jobs to men in processing more of the parts required for its 
finished product. More men would be employed, the price of the finished product 
could be reduced, net earnings would improve, and the Government would collect 
more taxes. Everybody would benefit. 


Employment costs 


United States |General Motors} Rototiller 


Steel Corp Corp. Inc. 
Total $1, 374, 468, 918 || $1, 920, 846, 645 $385, 066 
Per employee 24,120 $4, 094 $3, 056 
Percent of sales é 39. 00 25. 73 19. 80 


| For General Motors this figure includes payrolls and bonus 
2 Calculated from 52 weeks at average employee earnings of $79.24 per week as stated in annual report. 


The number of employees given in the 1951 annual reports includes salaried 
employees. Rototiller has relatively fewer high salaried employees than either 
of the other companies, which accounts for the lower average earnings per em- 
ployee. It can be noted that Rototiller’s lower employment costs just about 
balanced the higher material costs, thus preserving normal manufacturing profit 
margins. Since December 31, 1951, Rototiller has granted a wage increase which 
will add to employment costs, based on their cost of living standard, a 1 pound 
loaf of bread. 


Net profit before taxes 


| 
United States |General Motors} Rototiller 


Steel Corp. Corp. Inc. 
Total --| $657, 671,816 | $1, 488, 717, 641 $295, 580 
Per employee ; stand $2, 183 $3,173 | 2, 346 


Percent of sales : 18. 66 19. 94 15. 20 
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Because of its relatively small ocale of operations Rototiller’s other costs 


(exclusive of materials and labor) are 
Motors. 


proportionately higher than for General 


For instance Geveral Motors’ selling and admiristrative expense was 
3.29 perceit of sales, whereas Rototiller’s was 10.83 percent of sales. 
Rototiller’s margin of net profit is lower than General Motors’. 


Hence, 
This is a normal 


condition, and it is well known that costs can be reduced by expansion of output, 


which is Rototiller’s chief ambition. 


Taxes paid 


Total 

Per employee 

Percent of sales 

Percent net profit before taxes 


Rototiller 
Ine. 


General Motors 
Corp. 


r 
| United States 
Steel Corp. 


$982, 518. 081 | 


73, 312, 029 $199, 250 


$1, 571 $2. 094 | $1, 581 
13. 43 13.16 | 10. 25 
71.97 | 66.00 | 67.4 





Despite its much smaller size and consequent higher costs ratios Rototiller has 
been required to pay a higher proportior of its profits in taxes than has General 
Motors. This seems to violate the accepted ba.is of all taxation in this country— 
the ability to pay. The tax statutes recognize this basic principle in the taxation 
of private individuals, by graduating the rate of tax upward with the increasing 
amount of taxable income. An individual having less than $2,000 taxable 
income in 1952 will pay a tax rate of 22.2 percent; an individual with $30,000 
taxable income will pay a tax rate of 67 percent on top part of his income and an 
individual must have approximately $100,000 taxable it.come before taxes con- 
sume 67 percent of his entire taxable income 

In the two companies ui.der review it is entirely different. Rototiller, with 
$295,580 taxable income was required to pay a higher proportion in taxes (67.4 
percent) than General Motors (66 percent), which reported $1,488,717,641 tax- 
able income. (If the tax rate for General Motors was fair, Rototiller’s tax rate 
amounts to confiscation by comparison.) 


Net income after taxes 





United States |General Motors} Rototiller, 

Steel Corp. Corp. Inc. 
Total s | $184,359,787 | $506, 199, 560 | $96, 330 
Per employee | $412 $1, 079 $765 
Percent of sales. . 5. 23 6.78 | 4.95 


tototiller’s earnings after taxes were in lower proportion of sales than for the 
other two companies. It is from “net after taxes” that dividends are paid to 
stockholders, and funds made available for reinvestment in the business for annual 
expansion of production facilities leading to long term growth of the corporation. 


Dividends paid 


United States |General Motors] Rototiller, 

Steel Corp. Corp. Inc. 
aigt $103, 548, 945 363, 178, 164 | $15, 432 
Per employee | $344 $774 | $122 
Percent of sales | 2. 94 4. 86 0.79 
Percent of profits before taxes | 15.74 | 24.40 | §. 22 
Percent of net income after taxes 56.17 71.75 16. 02 


In order to retain as much capital as possible for reinvestment in the business 
Rototiller paid considerably less in dividends than other companies paid, and far 
less than stockholders could reasonably expect to receive. 
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VALUATION OF PROPERTY 


Audited reports disclose that Rototiller’s three-story brick building, having 
18,000 square feet of manufacturing space, was acquired in 1932 at the ‘“‘depres- 
sion” price of $33,736. Obviously the purchase price was abnormally low for a 
buildit.g of that type, and tidiculously low in comparison with present day 
buildin, costs. There was constructed last year ir: Troy, N. Y., a one-story 
concrete block and steel truss building, of 18,000 square feet capacity, at a cost of 
$100,000. Thus Rototiller’s brick building has a “production” value of approxi- 
mately the same amount, $100,000, and a “repair and maintenance” value far 
exceeding its cost when the annual expense of replacing wear and teat and ob- 
solescence is considered. 

Rototiller’s other productive assets—tools, machinery, and equipment (exclu- 
sive of land)—are carried at a cost of $258,981. A proportion of this equipment 
was purchased in recent years, so the total carrying cost is in closer alinement 
with present-day replacement costs than is the case of the building. 

It seems only fair that Rototiller’s plant and machinery should be revalued, 
for tax purposes, to be in closer relation to present costs of replacement. A fair 
estimate for revaluation would be— 


Brick building $100, 000 
Tools, machinery, and equipment (add 50 percent “to book cost) 388, 47 


DEPRECIATION 


The Internal Revenue Code, section 23, defines depreciation as ‘‘a reasonable 
allowance for the exhaustion, wear, and tear (including a reasonable allowance 
for obsolescence) of property used in the trade or business, or of property held 
for the production of income.’’ It follows, therefore, in Fototiller’s case, that 
depreciation allowance based on origiral low cost is insufficient allowance for 
maintenance at present-day costs. Depreciation calculated on a revaluation 
would be more in keeping with actual costs in these days of higher prices. 


EMPLOYMENT INSURANCE TAX PLAN 


Mr. Kelsey’s plan, as outlined in an open letter dated April 10, 1952, proposes 
that small-business corporations be given a tax-free allowance of $1 ,000 per 
employee, provided the entire allowance is reinvested in the business to expand 
production facilities. 

As applied to Rototiller’s actual 1951 operations, the plan would result in an 
estimated tax of $114,297, calculated as follows: 


944, 657 
Pretax profit margin (percent) 15. 20 
Pretax net.----- j $295, 580 
Less exemption (126 employ 608 Ot $1,000) .......... ae $126, 000 
Taxable net income_- -- -- $169, 580 
Tax at 67.4 percent (actual 1951 rate) $114, 297 


This estimated tax of $114,297 compares with an actual tax paid in 1951 of $199,250. 
The apparent loss to the Government, then, amounts to $84,953. 

In practice, however, there would be little or no loss to the Government, because 
the Government would collect tax revenues from other sources to compensate 
for the apparent loss. These other sources include— 

(1) Additional taxes from Rototiller because expanded operations would 
result from plowing back the tax exemption into enlarged and improved 
plant and facilities. 

(2) Income taxes from new employees added to Rototiller’s payroll. 

(3) Increased taxes from Rototiller’s dealers whose volume and taxable 
income would exypand. 

(4) Increased taxes paid by the companies which supply the new ma- 
chinery, build the plant additions, and sell the new materials paid for by 
Rototiller’s tax exemption. 

These various sources are dealt with separately below. 
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ROTOTILLER’S EXPANDED OPERATIONS 


Under the employment insurance tax plan, Rototiller would have available 
$126,000 for expansion. An estimated value of the company’s present plant is 
$488,470 which provides work for 126 emplovees. If it is assumed that each 
additional employee would require a similar investment in plant, the $126,000 
tax exemption would provide work for 32 additional employees. If the sales per 
emplovee remain constant (a conservative assumption; expanded operations 
should be more efficient), the 32 additional employees would produce additional 
sales of $493,888. The company’s tax would then be as follows: 


Sales $2, 438, 545 
Pretax profit margin (actual 1951 rate) (percent 15. 20 
Pretax net $370, 659 
Less exemption (158 employees at $1,000) $158, 000 
Taxable net income $212, 659 
Tax at 67.4 percent (actual 1951 rate) $143, 332 


This estimated tax of $143,332 on expanded operations compares with the esti- 
mated tax of $114,297 at the 1951 rate of operations. The Government, then, 
would recover $29,035 from this source. 


INCOME TAXES PAID BY NEW EMPLOYEES 


Thirty-two additional employees paid at the 1951 rate of $3,056 per employee 


would earn $97,792 in wages. At an estimated 10-percent tax rate, the Govern- 
ment would recover $9,779 from this source. (Notre.—10 percent is the actual 


1951 experience of 69 working employees of one company in Troy, N. Y.) 
INCREASED TAXES PAID BY ROTOTILLER’S DEALERS 


The $493,888 additional sales by Rototiller would add an estimated $123,472 
(25 percent) to the dealers’ taxable income. At an estimated 29-percent tax rate, 
the Government would recover $35,807 from this source. 


INCREASED TAXES PAID BY ROTOTILLER’S SUPPLIERS 


The $126,000 which Rototiller would spend on new plant and equipment would 
increase the taxes paid by the companies which supply the new machinery, build 
the plant additions and sell the new materials, as well as the taxes paid by their 
employees and their suppliers. The total tax recovery to the Government cannot 
be precisely estimated; we assume here that the tax recovery amounts to 10 
percent of the new business, or $12,600. 


Summary 


If the employment insurance tax plan were adopted, the Government 
would have an apparent tax loss of < $84, 953 


But, the Government would recover 


(1) From Rototiller’s expanded operations 29, 035 
(2) From taxes paid by new employees- - - - --. = 9, 779 
3) From taxes paid by dealers ‘ 35, 807 
(4) From taxes paid by Rototiller’s suppliers . 12,600 

Total recovery ‘ es as wet wate: es ee 


CONCLUSIONS 


Conclusions to be drawn from this study are: 
(A) Some form of tax rate graduation, similar to the ability-to-pay scale used 
for personal income taxes, should be applied to corporations taxes. 

B) In order that businesses, which have had no opportunity to make modern 
higher cost additions to plant and machinery because of dearth of capital, shall 
have adequate depreciation allowances, they should be allowed to revalue plants 
upward (for tax purposes at least) to approximate current reproduction costs. 

(C) Mr. Kelsey’s employment insurance tax plan is based upon a sound theory, 
that reinvestment of earnings for expansion is a benefit to all concerned: Govern- 
ment, employees, corporation, and to the consumer. 
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Ever increasing production, with ever increasing employment and ever improv- 
ing products at lower prices would result. This would help to assure the ever 
expanding, competitive economy which is the only hope of perpetuating our free 
enterprise, democratic way of life. 


Exuisir XIV 


SaRANAC LAKE, N, Y., June 12, 1952. 
The Honorable JoHN SPARKMAN, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR SPARKMAN: In the New York Times of June 4, I noticed you 
are endeavoring to relieve the tax burden of small-business men. I happen to 
be a practicing architect, but I am also the owner of @ small private sanatorium 
(which is incorporated) for the treatment of tuberculosis. 

The Government’s efforts to help the small-business man do not seem to be 
directed to the proper channels. In the first place, a small business man requiring 
loans can always obtain these at his bank if his business or his own character 
warrants the loan. Tax relief would be a far greater help to him than attempts 
to provide him with Government loans at low rates of interest. 

However, the greatest relief would come if he did not have such an enormous 
burden of reports to make to the Government. The small-business man fre- 
quently cannot afford adequate accounting assistance. It takes probably 50 
percent of any small-business man’s time to fill out reports, keep up to date on 
tax changes, social security, disability, workmen’s compensation, tax collecting 
for the Government, and all the other items on which the Government requires 
reports. There is little time left to earn money in his business. If a change 
of tax rules takes place, a pamphlet is usually sent out by the Government explain- 
ing what the taxpayer must do for compliance. A big corporation such as United 
States Steel, ATT, DuPont, or General Motors has a staff to study these regula- 
tions, but the small-business man has to spend just as much time becoming ac- 
quainted with regulations as a big corporation. It is inconsistent that he should 
have to take 50 percent of his time whereas the time required of the large corpora- 
tion, in proportion to the amount of business done, is almost nothing. It is a 
mystery how small-business men stay in business, yet they are supposed to be the 
backbone of the Nation’s economy. 

I wish that the tax-making authorities in Washington would give some con- 
sideration to the above. 

With appreciation for anything that you can do to relieve small-business men 
of this excessive amount of paper work, I am 

Sincerely yours, 
Witiiam H. Scopes. 


x 





